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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Office of the Assistant Secretary for Housing –

Federal Housing Commissioner

24 CFR Part 81

[Docket No. FR-4494-P-01]

RIN 2501-xxxx

HUD’s Regulation of the Federal National Mortgage Association (Fannie Mae)

 and the Federal Home Loan Mortgage Corporation (Freddie Mac)

AGENCY:  Office of the Assistant Secretary for Housing—Federal Housing Commissioner,
HUD.

ACTION:  Proposed rule.

SUMMARY:  Through this proposed rule, the Department of Housing and Urban Development
is soliciting comments on proposed new housing goal levels for the Federal National Mortgage
Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation (Freddie Mac)
(collectively, the Government Sponsored Enterprises, or GSEs) for calendar years 2000 through
2003.  In accordance with the Federal Housing Enterprises Financial Safety and Soundness Act of
1992, this rule proposes new goal levels for the purchase by Fannie Mae and Freddie Mac of
mortgages financing low- and moderate-income housing, special affordable housing, and housing
in central cities, rural areas, and other underserved areas.  This rule also proposes to clarify
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HUD’s guidelines for counting different types of mortgage purchases toward those goals, and to
provide greater public access to certain types of mortgage data on the GSEs’ mortgage purchases
in HUD’s public use database.  This rule also solicits public comments on several other issues
related to the housing goals.

While Fannie Mae and Freddie Mac have been successful in providing stability and
liquidity in the market for certain types of mortgages, their share of the affordable housing market
is substantially smaller than their share of the total conventional conforming mortgage market. 
There are several reasons for these disparities, related both to the GSEs’ purchase and
underwriting guidelines and to their relatively low level of activity in specific markets that serve
lower-income families, including small multifamily rental properties, manufactured housing, single
family owner-occupied rental properties, and seasoned affordable housing mortgages.  As the
GSEs continue to grow their businesses, the proposed new goals will provide strong incentives
for the two enterprises to more fully address the housing finance needs for very low-, low- and
moderate-income families and residents of underserved areas and thus, more fully realize their
public purposes.

DATES:  Comments must be submitted on or before:  [Insert date 60 days after date of
publication in the FEDERAL REGISTER].

ADDRESSES:  Interested persons are invited to submit written comments regarding this
proposed rule to the Regulations Division, Office of General Counsel, Room 10276, Department
of Housing and Urban Development, 451 Seventh Street, SW, Washington, DC 20410.  Written
comments may also be provided electronically to the following e-mail address: 

hsg-gse@hud.gov.  All communications should refer to the above docket number and title. 
Facsimile (FAX) comments are not acceptable.  A copy of each communication submitted will be
available for public inspection and copying between 7:30 a.m. and 5:30 p.m. weekdays at the
above address.

FOR FURTHER INFORMATION CONTACT:  Janet A. Tasker, Director, Office of
Government Sponsored Enterprises Oversight, Room 6182, telephone (202) 708-2224.  For
questions on data or methodology, contact John L. Gardner, Director, Financial Institutions
Regulation Division, Office of Policy Development and Research, Room 8234, telephone (202)
708-1464.  For legal questions, contact Kenneth A. Markison, Assistant General Counsel for
Government Sponsored Enterprises/RESPA, Office of the General Counsel, Room 9262,
telephone (202) 708-3137.  The address for all of these persons is:  Department of Housing and
Urban Development, 451 Seventh Street, SW, Washington, DC 20410.  Persons with hearing and
speech impairments may access the phone numbers via TTY by calling the Federal Information
Relay Service at (800) 877-8399.

SUPPLEMENTARY INFORMATION:

I. GENERAL
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A. Purpose

Through this proposed rule, the Department of Housing and Urban Development (HUD
or the Department) is soliciting comments on proposed new housing goal levels for the Federal
National Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation
(Freddie Mac) (collectively, the Government Sponsored Enterprises, or GSEs) for calendar years
2000 through 2003.  The housing goals will be phased in beginning in calendar year 2000 and will
be fully implemented by calendar year 2001.  In accordance with the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992,1 which requires the GSEs to facilitate the financing
of affordable housing for low- and moderate-income families and underserved neighborhoods and
requires the Department to establish housing goals; this rule proposes increased housing goal
levels for the purchase by Fannie Mae and Freddie Mac of mortgages financing low- and
moderate-income housing, special affordable housing, and housing in central cities, rural areas,
and other underserved areas.  This rule also proposes to clarify HUD’s guidelines for counting
different types of mortgage purchases toward those goals, and to provide greater public access to
certain types of mortgage data on the GSEs’ mortgage purchases in HUD’s public use database. 
This rule also solicits public comments on several other issues related to the housing goals. 

While Fannie Mae and Freddie Mac have been successful in providing stability and
liquidity in the market for certain types of mortgages, their share of the affordable housing market
is substantially smaller than their share of the total conventional conforming mortgage market. 
The GSEs’ mortgage purchases accounted for 39 percent of all owner and rental housing units
that were financed in the market during 1997, but their purchases that qualified for the Low- and
Moderate-Income Housing Goal represented only 30 percent of the low- and moderate-income
housing market and their Special Affordable Housing Goal (directed toward very low- and low-
income families) qualifying mortgage purchases represented only 24 percent of that market. 
There are several reasons for these disparities, related both to the GSEs’ purchase and
underwriting guidelines and to their relatively low level of activity in specific markets that serve
lower-income families, including small multifamily rental properties, manufactured housing, single
family owner-occupied rental properties, and seasoned affordable housing mortgages.  As the
GSEs continue to grow their businesses, the proposed new goals will provide strong incentives
for the two enterprises to more fully address the housing finance needs of very low-, low- and
moderate-income families and the residents of underserved areas, and, thus, more fully realize
their public purposes. 

In determining the appropriate level of the housing goals, HUD must consider six
statutory factors:  national housing needs; economic, housing and demographic conditions;
performance and effort of Fannie Mae and Freddie Mac toward achieving the housing goals in
previous years; the size of the conventional mortgage market serving the targeted population or
areas relative to the size of the overall conventional mortgage market; the ability of the GSEs to
lead the industry in making mortgage credit available for the targeted population or areas; and the

                    
1 12 U.S.C. 4501 et seq.; Pub. L. 102-550, approved Oct. 28, 1992.
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need to maintain the sound financial condition of the GSEs.

Based on consideration of all the statutory factors, HUD is proposing increases to the
housing goal levels.  In summary, the shares of the mortgage markets that qualify for each of the
housing goals are higher than the current goal levels.  The proposed goal levels will close the gap
between the GSEs’ performance and the opportunities available in the primary mortgage market. 
The proposed goal levels, while consistent with the Department’s estimate of the market share for
each goal, are higher than the GSEs’ current level of performance, yet they would be reasonable
even under economic conditions more adverse than have existed recently.  There are a number of 
relatively untapped segments of the multifamily, single family owner-occupied, and single family
rental markets where the GSEs might play an enhanced role and thereby increase their shares of
targeted loans and their performance on the housing goals.  These areas include small multifamily
mortgage loans, multifamily rehabilitation loans, single family rental property loans, manufactured
housing loans, A-minus mortgage loans, and affordable seasoned loan purchases.  The proposed
goal levels will challenge both Fannie Mae and Freddie Mac to increase their purchases of
mortgages for lower-income families and for properties in underserved areas, and to further their
efforts to meet the affordable housing needs of lower-income families, minorities, and residents of
underserved areas, who continue to face problems obtaining mortgage credit and who would
benefit from a more active and focused secondary market.  The Department’s analyses indicate
that there are substantial opportunities in the mortgage market where the GSEs may purchase
additional mortgages that quality for one or more of the housing goals.  The GSEs have the
financial and operational capacity to improve their affordable housing performance and lead the
industry in supporting mortgage lending for families and neighborhoods targeted by the housing
goals.  Further, the GSEs themselves have indicated that they want to increase their market
presence in many of the business areas identified above.

The current housing goal levels are 42 percent for the Low- and Moderate-Income
Housing Goal, 24 percent for the Geographically Targeted Goal, and 14 percent for the Special
Affordable Housing Goal.  The Special Affordable Housing Goal includes a subgoal for mortgage
purchases financing dwelling units in multifamily housing which is 0.8 percent of the dollar
volume of mortgages purchased by the respective GSE in 1994 -- $1.29 billion annually for
Fannie Mae and $988 million annually for Freddie Mac.  The Department is proposing to increase
the housing goal levels as follows:  The proposed level of the Low- and Moderate-Income
Housing Goal is 48 percent for calendar year 2000 and 50 percent in calendar years 2001-2003;
the proposed level of the Geographically Targeted Goal is 29 percent for calendar year 2000 and
31 percent in calendar years 2001-2003; and the proposed level of the Special Affordable Housing
Goal is 18 percent in calendar year 2000 and 20 percent in calendar years 2001-2003.  In addition,
HUD  is proposing to increase the special affordable multifamily subgoal to 0.9 percent of the
dollar volume of total 1998 mortgage purchases in calendar year 2000 and to 1.0 percent in
calendar years 2001-2003.

Further discussion of the statutory factors HUD is required to consider in setting the
housing goals, and the rationale for HUD’s establishment of these goals, are provided throughout
the remainder of this Preamble and in the Appendices to the Proposed Rule. In particular, because
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of the importance of the GSEs’ ability to lead the industry in making mortgage credit available for
targeted populations and areas, HUD is seeking comment on the following:  Are the proposed
housing goals appropriate given the statutory factors HUD must consider in setting the goals, and
in light of the market estimates of the GSEs’ shares of the affordable housing market? (See
Section E.7, “Closing the Gap Between the GSEs and The Market.”). 
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B. Background

1. Fannie Mae and Freddie Mac

The GSEs engage in two principal businesses:  investing in residential mortgages and
guaranteeing securities backed by residential mortgages.  Fannie Mae and Freddie Mac are
Government Sponsored Enterprises, chartered by Congress in order to:  (1) provide stability in
the secondary market for residential mortgages; (2) respond appropriately to the private capital
market; (3) provide ongoing assistance to the secondary market for residential mortgages
(including activities relating to mortgages on housing for low- and moderate-income families
involving a reasonable economic return that may be less than the return earned on other activities)
by increasing the liquidity of mortgage investments and improving the distribution of investment
capital available for residential mortgage financing; and (4) promote access to mortgage credit
throughout the nation (including central cities, rural areas, and other underserved areas) by
increasing the liquidity of mortgage investments and improving the distribution of investment
capital available for residential mortgage financing.2

Fannie Mae and Freddie Mac receive significant explicit benefits through their status as
GSEs that are not enjoyed by any other shareholder-owned corporations in the mortgage market.
 These benefits include:  (1) conditional access to a $2.25 billion line of credit from the U.S.
Treasury;3 (2) exemption from the securities registration requirements of the Securities and
Exchange Commission and the States;4 and (3) exemption from all State and local taxes except
property taxes.5

Additionally, although the securities the GSEs guarantee and the debt instruments they
issue are not backed by the full faith and credit of the United States, and nothing in this proposed
rule should be construed otherwise, the GSEs’ securities trade at yields only a few basis points
over those of U.S. Treasury securities and at yields lower than those received for securities issued
by potentially higher-capitalized, fully private, but otherwise comparable firms.  The market prices
for GSE debt and mortgage-backed securities, and the fact that the market does not require that
those securities be rated by a national rating agency, suggest that investors perceive that the
government implicitly backs the GSEs’ debt and securities.  This perception evidently arises from
the GSEs’ relationship to the Federal Government, including their public purposes, their
Congressional charters, their potential direct access to U.S. Department of Treasury funds, and
the statutory exemptions of their debt and mortgage-backed securities (MBS) from otherwise
mandatory security laws.  Consequently, each GSE’s cost of doing business is significantly less
                    

2 See sec. 301 of the Federal National Mortgage Association Charter Act (Fannie Mae Charter Act) (12
U.S.C. 1716); sec. 301(b) of the Federal Home Loan Mortgage Corporation Act (Freddie Mac Act) (12 U.S.C.
1451 note).

3 Secs. 306(c)(2) of the Freddie Mac Act and 304(c) of the Fannie Mae Charter Act.
4 Secs. 306(g) of the Freddie Mac Act and 304(d) of the Fannie Mae Charter Act.
5 Secs. 303(e) of the Freddie Mac Act and 309(c)(2) of the Fannie Mae Charter Act.
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than that of other firms in the mortgage market.  According to the U.S. Department of Treasury,
the benefits of federal sponsorship are worth almost $6 billion annually to Fannie Mae and Freddie
Mac.  Of this amount, reduced operating costs (i.e., exemption from SEC filing fees and from
state and local income taxes) represent approximately $500 million annually.  These estimates are
broadly consistent with the magnitudes estimated by the Congressional Budget Office and General
Accounting Office.  Fannie Mae and Freddie Mac appear to pass through part of these benefits to
consumers through reduced mortgage costs and retain part for their own stockholders.6

2. Regulation of the GSEs—FHEFSSA

In 1968, Congress assigned HUD general regulatory authority over Fannie Mae7 and in
1989, Congress granted the Department essentially identical regulatory authority over Freddie
Mac.8  Under the 1968 and 1989 legislation, HUD was authorized to require that a portion of
Fannie Mae’s mortgage purchases be related to the national goal of providing adequate housing
for low- and moderate-income families.  Accordingly, the Department established two housing
goals – a goal for low- and moderate-income housing and a goal for housing located in central
cities – by regulation, for Fannie Mae in 1978. 9  Each goal was established at the level of 30
percent of mortgage purchases.  Similar housing goals for Freddie Mac were proposed by the
Department in 1991 but were not finalized before October 1992, when Congress revised the
Department’s GSE regulatory authorities including requirements for new housing goals. 

In 1992, Congress enacted the Federal Housing Enterprises Financial Safety and
Soundness Act (FHEFSSA),10 which revamped the statutory requirements and regulatory
structure of the GSEs by separating the Government’s financial regulation of the GSEs from its
mission regulation.  FHEFSSA created a new Office of Federal Housing Enterprise Oversight
(OFHEO), within HUD, which was assigned new, independent, regulatory powers to ensure the
GSEs’ financial safety and soundness.11  At the same time, FHEFSSA affirmed the Secretary of
Housing and Urban Development’s responsibility for mission regulation and provided that, except
                    

6 U.S. Department of Treasury, Government Sponsorship of the Federal National Mortgage Association
and the Federal Home Loan Mortgage Corporation (1996), page 3.

7 Section 802(ee) of the Housing and Urban Development Act of 1968 (Pub. L. 90-448, approved August
1, 1968; 82 Stat. 476, 541).

8 See sec. 731 of the Financial Institutions Reform, Recovery, and Enforcement Act of 1989 (FIRREA)
(Pub. L. 101-73, approved August 9, 1989), which amended the Freddie Mac Act.

9 See 24 CFR 81.16(d) and 81.17 (1992 codification).
10 Pub. L. 102-550; approved Oct. 28, 1992.
11 Sec. 1311 of FHEFSSA; see also sec. 1313 of FHEFSSA.  FHEFSSA charged OFHEO with designing

and administering a stress test for capital adequacy and risk-based capital standards to ensure the financial safety
and soundness of the GSEs. The proposed rule containing the risk-based capital requirements was published by
OFHEO in the Federal Register (Vol. 64, No. 70) on April 13, 1999.

Hereafter, unless otherwise specified, all section citations are citations to the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992.
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for the specific authority of the Director of OFHEO relating to the safety and soundness of the
GSEs, the Secretary retains general regulatory power over the GSEs.12  FHEFSSA also detailed
and expanded the Department’s specific powers and authorities, including the power to establish,
monitor, and enforce housing goals for the GSEs’ purchases of mortgages that finance housing
for low- and moderate-income families, housing located in central cities, rural areas, and other
underserved areas, and special affordable housing, affordable to very low-income families and
low-income families in low-income areas. 13 

FHEFSSA also required that the Department prohibit the GSEs from discriminating in
their mortgage purchases and charged the Department with several fair lending authorities
including the power to take remedial action against lenders found to have engaged in
discriminatory lending practices and to periodically review and comment on the GSEs’
underwriting and appraisal guidelines to ensure that such guidelines are consistent with the Fair
Housing Act and the fair housing requirements in FHEFSSA.14

FHEFSSA affirmed and detailed HUD’s authority to review and approve new programs of
the GSEs15 and to require reports from the GSEs16 including periodic data and information
submissions.17  FHEFSSA also required that the Department establish a public use data base and
implement requirements for the protection of proprietary information provided by the GSEs.18 
FHEFSSA also contained detailed procedural requirements for the exercise of HUD’s regulatory
authorities.19

FHEFSSA provided that performance under its income based housing goals – the low-
and moderate-income and special affordable housing goals – would be counted based on the
actual income of owners and renters.  The earlier housing goal regulations governing Fannie Mae
had counted performance under the then existing low- and moderate-income housing goal based
on house prices and rent levels.20  The previous central cities goal counted Fannie Mae’s
mortgage purchases in areas designated by the Office of Management and Budget (OMB) as
central cities.  Following a two year transition, FHEFSSA expanded the central cities goal to

                    
12 Sec. 1321.
13 See generally secs. 1331-34.
14 Sec. 1325(1)-(6).
15 Sec. 1322.
16 Sec 1327.
17 See secs. 1381(o)-(p), 1382(r)-(s).
18 Secs. 1323, 1326.
19 Secs. 1322, 1336, and 1341-49.
20 24 CFR 81.2(1)(3) (1992 codification).  Under the previous regulations, “housing for low- and

moderate-income families” included “any single family dwelling … purchased at a price not in excess of 2.5 times
the median family income … for the Standard Metropolitan Statistical Area.”
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include rural and other underserved areas (see discussion below).  Under FHEFSSA, the
Department is required to establish each of the goals after consideration of certain prescribed
factors relevant to the particular goal.21

3. Transition Period

For a transition period of calendar years 1993 and 1994, FHEFSSA established statutory
targets for purchases by Fannie Mae and Freddie Mac of mortgages on housing for low- and
moderate-income families and housing located in OMB-defined central cities; and mortgages on
special affordable housing.22  FHEFSSA’s targets for (a) low- and moderate-income mortgage
purchases; and (b) central cities mortgage purchases were each established at the pre-FHEFSSA
goal level of at least 30 percent of the units financed by each GSEs’ total mortgage purchases for
those years.23  FHEFSSA’s targets for the Special Affordable Housing Goal for the transition
years,24 unlike the other targets, were set at no less than a minimum amount of mortgage
purchases measured in dollars financed, rather than the percentage of units, with the Fannie Mae
goal greater than the Freddie Mac goal.  For the transition period, FHEFSSA also set subgoals
under the Special Affordable Housing Goal for purchases of single family and multifamily
mortgages. 

FHEFSSA required HUD to establish interim goals for the transition period to improve
the GSEs’ performances relative to the statutory targets for low- and moderate-income and
central cities mortgage purchases so that the GSEs would meet the targets by the end of the
transition period.25  Following the transition, the Department would establish the goals under the
statutory factors and FHEFSSA required the Department to establish a broader underserved areas
goal inclusive of rural and other underserved areas as well as central cities to be defined by HUD.

On October 13, 1993, HUD published notices in the Federal Register establishing the
interim goals and subgoals for the GSEs’ mortgage purchases, and requirements for implementing
those goals.26  For Fannie Mae, HUD set the interim goal for housing for low- and moderate-
income families at 30 percent of the units financed by mortgage purchases for 1993 and 1994;27 
for housing located in central cities at 28 percent for 1993 and 30 percent for 1994;28 and for

                    
21 Secs. 1332(b), 1333(a)(2), 1334(b).
22 Secs. 1332(d), 1333(d), and 1334(d).
23 Secs. 1332(d)(1) and 1334(d)(1).
24 Sec. 1333(d)(1) and (2).
25 Secs. 1332(d)(2)(A) and 1334(d)(2)(A).
26 58 FR 53048, 53072.
27 58 FR 53049.
28 Id.
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special affordable housing at $16.4 billion over the 1993-94 transition period.29  For Freddie Mac,
HUD set the interim goal for housing for low- and moderate-income families at 28 percent of the
units financed by mortgage purchases for 1993 and 30 percent for 1994;30 the interim goal for
housing located in central cities at 26 percent for 1993 and 30 percent for 1994;31 and for special
affordable housing at $11.9 billion over the 1993-94 transition period.32  On November 30,
1994,33 HUD extended the 1994 goals for both GSEs through 1995 while the Department
completed its development of post transition goals. 

Both GSEs surpassed their goals for low- and moderate-income housing in 1993, 1994,
and 1995.  Neither GSE met its central cities goal in 1993; while Fannie Mae successfully met its
central cities goal for 1994 and 1995, Freddie Mac never achieved its central cities goal during the
transition period from 1993 through 1995.  Both GSEs exceeded their respective special
affordable housing goals and their respective single family subgoals.  Fannie Mae also exceeded its
multifamily subgoals for the transition period.  Although Freddie Mac did not achieve the
multifamily subgoal during the 1993 through 1994 period, Freddie Mac’s multifamily purchases
increased every year during the transition period such that Freddie Mac did achieve its multifamily
subgoal in 1995.

4. HUD’s 1995 Rulemaking

The Department issued proposed and final rules in 1995 to establish and implement the
housing goals for the years 1996 through 1999, and to implement the Department’s other
authorities in FHEFSSA.34  These regulations replaced HUD’s previous regulations governing
Fannie Mae, and for the first time established regulations governing Freddie Mac.  HUD benefited
from substantial comment during the rulemaking process from the public, the GSEs, and
representatives of lenders, developers, nonprofit groups, public interest organizations, other
Federal agencies and academic experts.  Through the 1995 rulemaking, HUD established counting
requirements for the goals, revised and streamlined the special affordable housing goal, and
redefined the central cities goal to target those geographic areas of central cities, rural areas, and

                    
29 HUD arrived at this amount of $16.4 billion by doubling Fannie Mae’s good faith estimate of its

mortgage purchases that would have qualified for the Special Affordable Housing Goal in 1992 (i.e., $5.85 billion
in single family mortgage purchases and $1.34 billion in multifamily mortgage purchases), and adding the $2
billion increment specified in section 1333(d)(1) of FHEFSSA.  See 58 FR 53049.

30 58 FR 53072.
31 Id. at 53073.
32 HUD arrived at this amount of $11.9 billion by doubling Freddie Mac’s good faith estimate of its

mortgage purchases that would have qualified for the Special Affordable Housing Goal in 1992 (i.e., $5.19 billion
in single family mortgage purchases and $0.02 billion in multifamily mortgage purchases), and adding the $1.5
billion increment specified in section 1333(d)(2) of FHEFSSA.  See 58 FR 53073.

33 59 FR 61504.
34 HUD issued the proposed rule on February 16, 1995 (60 FR 9154) and the final rule on December 1,

1995 (60 FR 61846).
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other areas that are underserved by mortgage credit, including those areas – metropolitan and
non-metropolitan – with low median incomes and/or high minority populations that typically
experience the highest mortgage denial rates and the lowest mortgage origination rates.  The new
regulations also prohibit the GSEs from discriminating in their mortgage purchases, implement
procedures by which HUD exercises its authority to review new programs of the GSEs, require
reports from the GSEs, operate a public use data base on the GSEs’ mortgage purchase activities
while protecting confidential and proprietary information, and enforce HUD’s authorities under
FHEFSSA.

In setting the first, post-transitional period housing goals for the years 1996 through 1999,
HUD sought to recognize the unique position the GSEs occupy in the nation’s housing finance
system and to ensure that, consistent with their Congressional mandates, the GSEs provide
leadership in expanding housing opportunities and providing wider access to mortgage credit.  In
establishing each of the housing goals, HUD considered the factors presented in FHEFSSA,
including national housing needs; economic, housing, and demographic conditions; the previous
performance and effort of the GSEs in achieving the specific goal; the size of the primary
mortgage market for that goal; the ability of the GSEs to lead the industry; and the need to
maintain the sound financial condition of the GSEs.35   HUD established the goals under the
factors, based on its estimates of the market share at that time, at levels that were reasonable and
appropriate, reflecting a margin to compensate for the cyclical nature of mortgage markets and
the unpredictability of other economic indicators, and allowing the GSEs flexibility in choosing
how to achieve the goals.36  Recognizing the GSEs’ and others concerns about need for
predictability in order to manage their business operations, HUD established the levels of the
goals for a four-year period.  The rule provides that the housing goals for 1999 may continue
beyond 1999 if the Department does not change the goals, and explained that HUD, under
FHEFSSA may change the level of the goals for the years 2000 and beyond based upon HUD’s
experience and in accordance with HUD’s statutory authority and responsibility.

In the 1995 rulemaking, HUD established the annual goals for each GSE’s purchases of
mortgages on housing for low- and moderate-income families as follows:  for 1996, at 40 percent
of the total number of dwelling units financed by each GSE’s mortgage purchases; and for each of
the years 1997 through 1999, at 42 percent of the total number of dwelling units financed by each
GSE’s mortgage purchases.37  HUD established the following annual goals for purchases of
mortgages on housing located in central cities, rural areas, and other underserved areas:  21
percent of the total number of dwelling units financed by each GSE’s mortgage purchases for
1996; and 24 percent of the total number of dwelling units financed by each GSE’s mortgage
purchases for each of the years 1997 through 1999.38  HUD established the annual goals for

                    
35 Sec. 1332. 
36 60 FR 61851.
37 24 CFR 81.12.
38 24 CFR 81.13.
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purchases of mortgages on special affordable housing as follows:  for 1996, at 12 percent of the
total number of dwelling units financed by each GSE’s mortgage purchases; and for each of the
years 1997 through 1999, at 14 percent of the total number of dwelling units financed by each
GSE’s mortgage purchases.  The Special Affordable Housing Goal includes a subgoal for
mortgage purchases financing dwelling units in multifamily housing set at 0.8 percent of the dollar
volume of mortgages purchased by the respective GSE in 199439 -- $1.29 billion annually for
Fannie Mae and $988 million annually for Freddie Mac.  As described in more detail below,
through 1998, the GSEs have met and in some cases exceeded the housing goals that HUD set for
the 1996 to 1999 period.

C. Secretary’s Approach to Regulating the Enterprises

As explained previously, the GSEs are Congressionally-chartered entities that enjoy substantial
public benefits.  Through these public benefits and successful corporate management strategies, the
GSEs have continued to grow and to earn substantial profits for their shareholders.

In return for the public benefits they receive, Congress has mandated in the GSEs’ Charter
Acts that the GSEs carry out public purposes not required of other private sector entities in the housing
finance industry.  The GSEs’ Charter Acts require them to continually assist in the efficient functioning
of the secondary market for residential mortgages, including mortgages for low- and moderate-income
families that may involve a reasonable economic return that is less than the economic return on other
mortgages, and to promote access to mortgage credit throughout the nation, including central cities,
rural areas, and other underserved areas.  These requirements create an obligation for the GSEs to
work to ensure that everyone throughout the country has a reasonable opportunity to enjoy access to
the mortgage financing benefits resulting from the activities of these Federally-sponsored entities.

The GSEs have achieved an important part of their mission:  providing stability and liquidity to
large segments of the housing finance markets.  As a result of the GSEs’ activities, many home buyers
have benefited from lower interest rates and increased access to capital, contributing, in part, to a
record national homeownership rate of 66.3 percent in 1998.  While the GSEs have been successful in
providing stability and liquidity to certain portions of the mortgage market, the GSEs must further
utilize their entrepreneurial talents and power in the marketplace and “lead the mortgage finance
industry” to “ensure that citizens throughout the country enjoy access to the public benefits provided
by these federally related entities.”40 

Despite the record national homeownership rate in 1998, lower rates have prevailed for
certain minorities, especially for African-American households (45.9 percent) and Hispanics (45.7
percent).  These gaps are only partly explained by differences in income, age, and other
socioeconomic factors.  Disparities in mortgage lending are also reflected in loan denial rates of
minority groups when compared to white applicants.  Denial rates for conventional (non-

                    
39 24 CFR 81.14.
40 S. REP. NO. 282, 102d Cong., 2d Sess. 34 (1992).
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government-backed) home purchase mortgage loans in 1997 were 53 percent for African
Americans, 52 percent for Native American applicants, 38 percent for Hispanic applicants, 26
percent for White applicants, and 13 percent for Asian applicants.41  Despite strong economic
growth, low unemployment, the lowest mortgage rates in more than 30 years, and relatively stable
home prices, housing problems continue to persist for low-income families and certain minorities.

Certain segments of the population have not benefited to the same degree as have others
from the advantages and efficiencies provided by Fannie Mae and Freddie Mac.  The GSEs have
been much less active in markets where there is a need for additional financing sources to address
persistent housing needs including small multifamily rental properties, manufactured housing,
single family owner-occupied rental properties, seasoned affordable housing mortgages, and older
housing in need of rehabilitation.

While HUD recognizes that the GSEs have played a significant role in the mortgage
finance industry by providing a secondary market and liquidity for mortgage financing for certain
segments of the mortgage market, it is this recognition of their ability, along with HUD’s
comprehensive analyses of the size of the mortgage market and the opportunities available,
America’s unmet housing needs, identified credit gaps, and its consideration of all the statutory
factors that causes HUD to propose increased goals so that as the GSEs grow their businesses
they will address new markets and persistent housing finance needs. 

D. Statutory Considerations in Setting the Level of the Housing Goals

In establishing the housing goals, FHEFSSA requires the Department to consider six
factors – national housing needs; economic, housing and demographic conditions; performance
and effort of the GSEs toward achieving the goal in previous years; size of the conventional
mortgage market serving the targeted population or areas, relative to the size of the overall
conventional mortgage market; ability of the GSEs to lead the industry in making mortgage credit
available for the targeted population or areas; and the need to maintain the sound financial
condition of the GSEs.  These factors are discussed in more detail in the following sections of this
preamble and in the Appendices to this proposed rule.  A summary of HUD’s findings relative to
each factor follows:

1. National housing needs.  Analysis and research by HUD and others in the
housing industry indicate that there are, and will continue to be in the foreseeable future,
substantial housing needs among lower-income and minority families.   Data from the 1990
Census and the American Housing Surveys demonstrate that there are substantial unmet housing
needs among lower-income families.  Many households are burdened by high homeownership
costs or rent payments and will likely continue to face serious housing problems, given the dim
prospects for earnings growth in entry-level occupations.  According to HUD’s “Worst Case
Housing Needs” report, 21 percent of owner households faced a moderate or severe cost burden
in 1995.  Affordability problems were even more common among renters, with 40 percent paying
                    

41 FFIEC Press Release, August 6, 1998
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more than 30 percent of their income for rent in 1995.42 

Despite the growth during the 1990s in affordable housing lending, disparities in the
mortgage market remain, with certain minorities, particularly African-American and Hispanic
families, lagging the overall market in rate of homeownership.  In addition, there is evidence that
the aging stocks of single family rental properties and small multifamily properties with 5-50 units,
which play a key role in lower-income housing, have been affected by difficulties in obtaining
credit.  The ability of the nation to maintain the quality and availability of the existing affordable
housing stock and to stabilize neighborhoods depends on an adequate supply of affordable credit
to rehabilitate and repair older units.

Single Family Mortgage Market.  Many younger, minority, and lower-income families did
not become homeowners during the 1980s due to the slow growth of earnings, high real interest
rates, and continued house price increases.  Over the past six years, economic expansion,
accompanied by low interest rates and increased outreach on the part of the mortgage industry,
has improved affordability conditions for lower-income families.  Between 1994 and 1998, record
numbers of lower-income and minority families purchased homes.  First time homeowners have
become a major driving force in the home purchase market over the past five years.  Thus, the
1990s have seen the development of a strong affordable lending market.  However, despite the
growth of lending to minorities, disparities in the mortgage market remain.  For example, African-
American applicants are still twice as likely to be denied a loan as white applicants, even after
controlling for income.

Multifamily Mortgage Market.  Since the early 1990s, the multifamily mortgage market
has become more closely integrated with global capital markets, although not to the same degree
as the single family mortgage market.  Loans on multifamily properties are still viewed as riskier
by some than mortgages on single family properties.  Property values, vacancy rates, and market
rents in multifamily properties appear to be highly correlated with local job market conditions,
creating greater sensitivity of loan performance to economic conditions than may be experienced
for single family mortgages.

Recent volatility in the market for Commercial Mortgage Backed Securities (CMBS), an
important source of financing for multifamily properties, underlines the need for an ongoing GSE
presence in the multifamily secondary market.  The potential for an increased GSE presence is
enhanced by the fact that an increasing proportion of multifamily mortgages are now originated in
accordance with secondary market standards.

The GSEs can play a role in promoting liquidity for multifamily mortgages and increasing
the availability of long-term, fixed rate financing for these properties.  Increased GSE presence
would provide greater liquidity to lenders, i.e., a viable “exit strategy,” that in turn would serve to

                    
42 Rental Housing Assistance – The Crisis Continues:  The 1997 Report to Congress on Worst Case

Housing Needs, Department of Housing and Urban Development, Office of Policy Development and Research,
(April 1998).
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increase their lending.  It appears that financing of small multifamily rental properties with 5-50
units, where a substantial portion of the nation’s affordable housing stock is concentrated, have
been adversely affected by excessive borrowing costs.  Multifamily properties with significant
rehabilitation needs also appear to have experienced difficulty gaining access to mortgage
financing.  Moreover, the flow of capital into multifamily housing for seniors has been historically
characterized by a great deal of volatility.

2. Economic, housing, and demographic conditions.   Studies indicate that changing
population demographics will result in a need for the mortgage market to meet nontraditional
credit needs and to respond to diverse housing preferences.  The U.S. population is expected to
grow by an average of 2.4 million per year over the next 20 years, resulting in 1.1 to 1.2 million
new households per year.  In particular, the continued influx of immigrants will increase the
demand for rental housing while those who immigrated during the 1980s will be in the market to
purchase owner-occupied housing. The aging of the baby-boom generation and the entry of the
smaller baby-bust generation into prime home buying age is expected, however, to have a
dampening effect on housing demand.  Non-traditional households have, and will, become more
important, as overall household formation rates slow down.  With later marriages, divorce, and
non-traditional living arrangements, the fastest growing household groups have been single-parent
and single-person households.  With continued house price appreciation and favorable mortgage
terms, “trade-up buyers” will also increase their role in the housing market.  There will also be
increased credit needs from new and expanding market sectors, such as manufactured housing and
housing for senior citizens. These demographic trends will lead to greater diversity
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in the homebuying market, which, in turn, will require greater adaptation by the primary and
secondary mortgage markets.

As a result of the above demographic forces, housing starts are expected to average 1.5
million units between 1999 and 2003, essentially the same as in 1996-98.43  Refinancing of
existing mortgages, which accounted for 50 percent of originations in 1998, has continued to play
a major role in 1999, but is expected to return to more normal levels during 2000.  Thus, the
mortgage market remained strong with over one trillion dollars in expected originations in 1999,
and a somewhat lower number of originations are expected in 2000. 

3. Performance and effort of the GSEs toward achieving the goal in previous
years.  Both Fannie Mae and Freddie Mac have improved their affordable housing loan
performance over the past five years.  However, the GSEs’ mortgage purchases continue to lag
the overall market in providing financing for affordable housing to underserved borrowers and
their neighborhoods, indicating that there is more that the GSEs can do to improve their
performance.  In addition, a large percentage of the lower-income loans purchased by the GSEs
have relatively high down payments, which raises questions about whether the GSEs are
adequately meeting the needs of those lower-income families which have little cash for making
large down payments but can fully meet their monthly obligations.  The discussion of the
performance and effort of the GSEs toward achieving the housing goals in previous years is
specific to each of the three housing goals.  This topic is discussed further in Section II., B.,
“Subpart B -- Housing Goals” below and in the Appendices to this proposed rule.

4. Size of the conventional mortgage market serving the targeted population or
areas, relative to the size of the overall conventional mortgage market.   The Department’s
analyses indicate that the size of the conventional conforming market relative to each housing goal
is greater than earlier estimates based mainly on HMDA data for 1992 through 1994 used in
establishing the 1995-1999 housing goals.  Due to inherent uncertainty about future market
conditions, HUD has developed a plausible range under each goal, rather than a point estimate,
for the current market.  The discussion of the size of the conventional mortgage market serving
targeted populations or areas relative to the size of the overall conventional mortgage market is
specific to each of the three housing goals.  The Department’s estimate of the size of the
conventional mortgage market is discussed further below in Section I, “Setting the Level of the
Housing Goals,” Section II., B., “Subpart B -- Housing Goals” and in the Appendices to this
proposed rule.

5. Ability of the GSEs to lead the industry in making mortgage credit available
for the targeted population or areas.   Research concludes that the GSEs have generally not
been leading the market, but have lagged behind the primary market in financing housing for
lower-income families and their communities.  However, the GSEs’ state-of-the-art technology,
staff resources, share of the total conventional conforming market, and their financial strength
suggest that the GSEs have the ability to lead the industry in making mortgage credit available for
                    

43 Standard & Poor’s DRI Review of the U.S. Economy.  (September 1999), p.53-55.
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lower-income families and underserved neighborhoods. 

The legislative history of FHEFSSA indicates  Congress’s strong concern that the GSEs need
to do more to benefit low- and moderate-income families and the residents of underserved areas that
lack access to credit.44   The Senate Report on FHEFSSA emphasized that the GSEs should “lead the
mortgage finance industry in making mortgage credit available for low- and moderate-income
families.”45  FHEFSSA,  therefore, specifically required that HUD consider the ability of the GSEs to
lead the industry in establishing the level of the housing goals.  FHEFSSA also clarified the GSEs’
responsibility to complement the requirements of the Community Reinvestment Act46 and fair lending
laws47  in order to expand access to capital to those historically underserved by the housing finance
market.

During the 1995 rulemaking, HUD received comments regarding what it means for the GSEs
to “lead the industry.”  The GSEs themselves and others pointed out that the GSEs are often “leaders”
through their introduction of innovative products, technology, and processes.  For example, both
GSEs have introduced technological advances through their development of  automated
underwriting systems.  Fannie Mae has also developed state-of-the-art mapping software for use
by lenders, nonprofit organizations, and State and local governments to help implement
community lending programs.  In addition, Fannie Mae has established partnership offices in more
than 30 cities, allowing it to reach out to local lenders and affordable housing groups regarding
Fannie Mae’s programs.  While Freddie Mac has not established partnership offices, it has
established alliances at the national and local level to expand affordable housing opportunities. 
Nonetheless, while the GSEs are “leaders” in these areas, leadership also involves increasing the
availability of financing for homeownership and affordable rental housing.  Thus, the GSEs’
obligation to “lead the industry” also entails leadership in facilitating access to affordable credit in the
primary market for borrowers at different income levels and housing needs, as well as for underserved
urban and rural areas. 

While the GSEs cannot be expected to solve all of the nation’s housing problems, the efforts of
Fannie Mae and Freddie Mac have not matched the opportunities that are available in the primary
mortgage market.  Although the GSEs were directed by Congress to “lead the mortgage finance
industry in making mortgage credit available for low- and moderate-income families,” depository
institutions have been more successful than the GSEs in providing affordable loans to lower
income borrowers and in historically underserved neighborhoods. 

For example, very low-income borrowers accounted for 9.9 percent of Freddie Mac’s
purchases of home loans in 1998, 11.4 percent of Fannie Mae’s purchases, 15.2 percent of home
loans originated and retained by depository institutions, and 13.3 percent of home purchase
                    

44 See, e.g., S. REP. at 34.
45 S. REP. at 34.
46 12 U.S.C. 2901 et seq.
47 See section 1335(3)(B).
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mortgages originated in the overall conventional conforming market.  Similarly, mortgage
purchases on properties located in underserved areas accounted for 20.0 percent and 23.5 percent
of Freddie Mac’s and Fannie Mae’s purchases of home loans, respectively, 26.1 percent of home
purchase mortgages originated and retained by depository institutions and 24.6 percent of home
purchase mortgages originated in the overall conventional conforming market.  Since 1992,
Fannie Mae has improved its affordable lending performance and has made progress toward
closing the gap between its performance and that of the overall mortgage market.  Freddie Mac
has shown less improvement and, as a result, has not made as much progress in closing the gap
between its performance and that of the overall market for home loans.

The GSEs have been much less active in providing financing for the multifamily rental
housing market.  In 1997, Fannie Mae’s multifamily purchases amounted to $6.9 billion and
Freddie Mac’s, $2.7 billion, for total multifamily purchases of $9.6 billion.  The GSEs’ purchases
have accounted for approximately 22 percent of the multifamily dwelling units that were financed
in 1997.  By way of comparison, HUD estimates that 4.9 million units were financed by
mortgages on single family owner-occupied properties in 1997, and the GSEs have financed 2.4
million, or 49 percent of these units.  Thus, the GSEs’ presence in the multifamily mortgage
market was less than one-half of their presence in the market for mortgages on single family
owner-occupied properties.

In addition, the GSEs continue to lag the overall conforming, conventional market in
providing affordable home purchase loans to underserved neighborhoods.  During 1998,
mortgages financing housing in underserved census tracts (as defined by HUD)48 accounted for
20.0 percent of Freddie Mac’s single family mortgage purchases, compared with 22.9 percent of
Fannie Mae’s single family mortgage purchases, 26.1 percent of mortgage loans originated and
held in portfolio by depository institutions, and 24.6 percent of the overall conforming
conventional mortgage market.  Fannie Mae has improved its performance in underserved areas to
almost reach market levels.  However, Freddie Mac has made much less progress through 1998 in
serving families living in underserved  neighborhoods. 

Additionally, a large percentage of the lower-income loans purchased by both GSEs have
relatively high down payments, which raises questions about whether the GSEs are adequately
meeting the needs of lower-income families, who find it difficult to raise enough cash for a large
down payment.  Also, while single family rental properties are an important source of low- and
moderate-income rental housing, they represent only a small portion of the GSEs’ business. 

The Appendices to this proposed rule provide more information on HUD’s analysis of the
extent to which the GSEs have not led the mortgage industry in funding loans to underserved
borrowers and neighborhoods.  From this analysis of the GSEs’ performance in comparison with
the primary mortgage market and with other participants in the mortgage markets, it is clear that
the GSEs need to improve their performance relative to the primary market of conforming
conventional mortgage lending.  The need for improvements in the GSEs’ performance is
                    

48 24 CFR 81.2(b).
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especially apparent with respect to the single family and multifamily rental markets.

6. Need to maintain the sound financial condition of the GSEs.   Based on
HUD’s economic analysis and discussions with the Office of Federal Housing Enterprise
Oversight, HUD concludes that the proposed level of the goals will not adversely affect the sound
financial condition of the GSEs.  

E. Setting the Level of the Housing Goals

There are several reasons the Department, having considered all the statutory factors, is
proposing increases in the housing goals. 

1. Market Needs and Opportunities.  First, the GSEs appear to have substantial
room for growth in serving the affordable housing mortgage market.  For example, the
Department calculated that the two GSEs’ mortgage purchases accounted for 39 percent of the
total conventional mortgage market during 1997 (as measured by the total number of units
financed by the GSEs).  In contrast, GSE purchases comprised only 30 percent of the low- and
moderate-income mortgage market in 1997, 33 percent of the underserved areas market, and, a
still smaller, 24 percent of the special affordable market.

The GSEs’ role in the mortgage market varies somewhat from year to year in response to
changes in interest rates, mortgage product types, and a variety of other factors.  But underlying
market trends show a clear and significant increase in the GSEs’ role.  Specifically, OFHEO
estimates that the share (in dollars) of single-family mortgages outstanding accounted for by
mortgage-backed securities issued by the GSEs and by mortgages held in the GSEs’ portfolios
has risen from 31 percent in 1990 to 37 percent in 1992, 40 percent in 1994, 43 percent in 1996,
and 45 percent in 1998.  In absolute terms, the GSEs’ presence has grown even more sharply, as
the total volume of single-family mortgage debt outstanding has increased rapidly over this
period.

The GSEs have indicated that they expect their role in the mortgage market to continue to
increase in the future, as they develop new products, refine existing products, and enter markets
where they have not played a major role in the past.  The Department’s goals for the GSEs also
anticipate that their involvement in the mortgage market will continue to increase. 

The Department estimates that 7.4 million owner-occupied and rental units were financed
by conventional conforming mortgages in 1997, and that the GSEs provided financing for 39
percent, or 2.9 million, of these units.  However, the GSEs’ mortgage market presence varies
significantly by property type – while they accounted for about 49 percent of the owner-occupied
units financed in the primary market in that year, their role was much less in the mortgage market
for mortgages on rental properties.  Specifically, HUD estimates that Fannie Mae and Freddie
Mac accounted for only about 19 percent of rental units financed in 1997.  And within the rental
category, the GSEs have yet to play a major role in financing mortgages for single family rental
properties – those with at least one rental unit and no more than four units in total.
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For the types of units covered by HUD’s goals, the GSEs’ role is significantly less than
their overall market presence of 39 percent.  Specifically, HUD estimates that Fannie Mae and
Freddie Mac financed 33 percent of the units that qualified for the Geographically Targeted Goal.
The GSEs’ role was even lower for HUD’s other two goals – they financed just 31 percent of
units qualifying for the Low- and Moderate-Income Housing Goal, and only 24 percent of special
affordable units, for very low-income families and low-income families in low-income areas.

There are a number of  relatively untapped segments of the multifamily, single-family
owner, and single-family rental markets where the GSEs might play an enhanced role and thereby
increase their shares of targeted loans and their performance on the housing goals.  Six such areas
are discussed below.

a.  Small Multifamily Properties.  One sector of the multifamily mortgage market where
the GSEs could play an enhanced role involves loans on small multifamily properties -- those
containing 5-50 units. The GSEs typically purchase relatively few of these loans, which account
for 37 percent of the stock of all multifamily units in mortgaged properties, according to the 1991
Survey of Residential Finance.

HUD estimates that the GSEs acquired loans financing only four percent of units in small
multifamily properties originated during 1995 through 1997. This is substantially less than the
GSEs’ presence in the overall multifamily mortgage market, which the Department estimates was
22 percent in 1997. 

Increased purchases of small multifamily mortgages would make a significant contribution
to performance on the goals, since the percentages of these units qualifying for the income-based
housing goals are high – in 1998, 94 percent of units backing both GSEs’ combined multifamily
mortgage purchases qualified for the Low- and Moderate-Income Housing Goal and about 55
percent of units backing Freddie Mac’s multifamily mortgage purchases met the Special
Affordable Housing Goal.49

b. Multifamily Rehabilitation Loans.  Another multifamily market segment holding
potential for expanded GSE presence involves properties with significant rehabilitation needs. 
Properties that are more than 10 years old are typically classified as “C” or “D” properties, and
are considered less attractive than newer properties by many lenders and investors. Fannie Mae’s
underwriting guidelines for negotiated transactions state that “the Lender is required to use a
more conservative underwriting approach” for transactions involving properties 10 or more years
old.   Fannie Mae funding for rehabilitation projects is generally limited to $6,000 per unit.  
Multifamily rehabilitation loans accounted for only 0.5 percent of units backing Fannie Mae’s
1998 purchases.  Freddie Mac’s purchases of multifamily rehabilitation loans in 1998 were 1.9
percent of its multifamily total.

                    
49 Fannie Mae did not obtain some of the data necessary to qualify many of their multifamily loans for the

Special Affordable Housing Goal.
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c. Single-family Rental Properties.  Studies show that single family rental
properties are a major source of affordable housing for lower-income families.  Yet, these
properties are only a small portion of the GSEs’ overall business.
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HUD estimates that approximately 127,000 mortgages were originated on owner-
occupied single-family rental properties in 1997.  These mortgages financed a total of 286,000
units—the owner units plus an additional 159,000 rental units. Data submitted to HUD by the
GSEs indicates that the GSEs combined to finance 94,000 such units, only 33 percent of the units
financed in the primary market. 

There is ample room for an enhanced GSE role in this “goal-rich” market.  For the GSEs
combined, 64 percent of the units in these properties qualified for the low-mod goal in 1997, 33
percent qualified for the special affordable goal, and 56 percent qualified for the underserved
areas goal.  Thus significant gains could be made in performance on all of their goals if Fannie
Mae and Freddie Mac played a larger role in the market for mortgages on single-family 2-4 unit
owner-occupied properties.

d. Manufactured Homes.  The Manufactured Housing Institute, in its Annual
Survey of Manufactured Home Financing, reported that 116 reporting institutions originated
$15.6 billion in consumer loans on manufactured homes in 1998, and that, with an average loan
amount of about $30,000, approximately 520,000 loans were originated.

While the GSEs have traditionally played a minimal role in financing manufactured
housing, they have recently stepped up their activity.  But, even with this stepped-up activity in
this market, the GSEs’ purchases probably accounted for less than 15 percent of total loans on
manufactured homes in 1998 — a figure well below their overall market presence of 39 percent.

There is ample room for an enhanced GSE role in this market, with its high concentration
of goals-qualifying mortgage loans.  For loans reported in 1998 in accordance with HMDA by 21
manufactured housing lenders, 76 percent qualified for the low-mod goal in 1998, 42 percent
qualified for the special affordable goal, and 47 percent qualified for the underserved areas goal. 
Thus manufactured housing has significantly higher shares of goal-qualifying loans than all single-
family owner-occupied properties, though they are not quite as “goal-rich” as loans on multifamily
properties.  In general, though, goal performance could be enhanced substantially if the GSEs
were to play an increased role in the manufactured housing mortgage market.

e. A-minus Loans.  Industry sources estimate that subprime mortgage originations
amounted to about $125 billion in 1997, and that these loans are divided evenly between the more
creditworthy (“A-minus”) subprime borrowers and less creditworthy (“B,” “C,” and “D”)
borrowers.  Based on HMDA data for 200 subprime lenders,  the Department estimates that 58
percent of the units financed by subprime loans qualified for the low-mod goal in 1997, 29 percent
qualified for the special affordable goal, and 45 percent qualified for the underserved areas goal.

Freddie Mac has begun to purchase loans originated in the A-minus mortgage market, as
long as the loans are processed through its Loan Prospector system.  Freddie Mac has estimated
that 10-30 percent of  subprime borrowers would qualify for a prime conventional loan.  Freddie
Mac has also purchased subprime loans through structured transactions that limit Freddie Mac’s
risk to the “A” piece of a senior-subordinated transaction.  Fannie Mae recently introduced a
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program aimed at borrowers with past credit problems that would lower the interest rates for
those borrowers that were timely on their mortgage payments. 

However, there is ample room for further enhancement of both GSEs’ roles in the A-
minus market. A larger role by the GSEs could help standardize mortgage terms in this market,
which would lead to lower interest rates. 

f.  Seasoned Mortgages.  Over the past five years, depository institutions (banks and
thrifts) have been expanding their affordable loan programs and, as a result, have originated
substantial numbers of loans to low-income and minority borrowers and their neighborhoods. 
Much of this outreach to underserved communities is due to the Community Reinvestment Act
(CRA), which requires depository institutions to help meet the credit needs of their communities. 
A large number of the “CRA-type” loans that have recently originated remain in thrift and bank
portfolios; selling these loans on the secondary market would free up capital for depositories to
originate new CRA loans.  Given its enormous size, the CRA market segment provides an
opportunity for Fannie Mae and Freddie Mac to expand their affordable lending programs. While
some of these loans, when originated,  may not have met the GSE’s underwriting guidelines, it
appears they are beginning to be purchased by GSEs after the loans have seasoning and through
various structured transactions. As explained in Appendix A, Fannie Mae is beginning to purchase
these seasoned loans, which has improved its performance on the housing goals. Freddie Mac, on
the other hand, has not been as active as Fannie Mae in purchasing seasoned “CRA-type” loans.
With billions of dollars worth of CRA loans in bank portfolios, the early experience of Fannie Mae
suggests that this could not only be an important strategy for reaching the housing goals but could
also provide needed liquidity for a market that is serving the needs of low-income and minority
homeowners.

2. Market Share Higher than Goal Levels.  The shares of the mortgage markets
that qualify for each of the housing goals are higher than the current goals.  Specifically, the
current Low- and Moderate-Income Housing Goal for 1997 through 1999 is 42 percent, but the
market share for low- and moderate-income mortgages is estimated at 50-55 percent.  The
Geographically Targeted Goal for 1997 through 1999 is 24 percent, but the estimated market
share of geographically targeted mortgages is 29-32 percent.  The Special Affordable Housing
Goal for 1997 through 1999 is 14 percent, but the estimated special affordable market share is 23-
26 percent.50  Thus, the proposed increases in the housing goals, described below, will
significantly reduce the disparities that currently exist between the housing goals and HUD's
market estimates.  HUD’s analysis indicates that the proposed goals are reasonable and feasible
under more adverse economic environments than have recently existed.  Reasons for the
remaining disparity between the proposed GSE housing goals and the respective shares of the
overall mortgage market qualifying for each of the housing goals are discussed below in Section
E.7, “Closing The Gap Between the GSEs and The Market.”

                    
50 The low- and moderate-income market share is the estimated proportion of newly mortgaged units in

the market serving low- and moderate-income families.  The two other shares are similarly defined.  HUD’s range
of estimates (such as 50-55 percent) reflects uncertainty about future market conditions.
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3. Need for Increased Affordable Single Family Mortgage Purchases.  Higher
housing goals are needed to assure that both Fannie Mae and Freddie Mac increase their
purchases of single family mortgages for lower-income families.  The GSEs lag behind depository
institutions and other lenders in the conventional conforming market in providing mortgage funds
for these underserved families and their neighborhoods.  Numerous studies have concluded that
Fannie Mae and, especially, Freddie Mac have room to increase their purchases of affordable
loans originated by primary lenders. The single family affordable market, which had only begun to
grow when HUD set housing goals in 1995, has now established itself with six straight years
(1993-1998) of solid performance. Current economic forecasts suggest that the strong housing
affordability of the past several years will be maintained in the post-1999 period, leading to
additional opportunities for the GSEs to support mortgage lending benefiting families targeted by
the housing goals.  But, as explained in Appendix D, HUD’s housing market estimates allow for
more adverse economic conditions than have existed recently.

4. Market Disparities.  Despite the recent growth in affordable lending, there are
many groups who continue to face problems obtaining mortgage credit and who would benefit
from a more active and targeted secondary market.  Homeownership rates for lower-income
families, certain minorities, and central city residents are substantially below those of other
families, and the disparities cannot simply be attributed to differences in income.  Immigrants
represent a ready supply of potential first-time home buyers and will need access to mortgage
credit.  Special needs in the market, such as rehabilitation of older 2-4 unit properties, could be
helped by new mortgage products and more flexibility in underwriting and appraisal guidelines. 
The GSEs, along with primary lenders and private mortgage insurers, have been making efforts to
reach out to these underserved portions of the markets.  However, more needs to be done, and
the proposed increases in the housing goals are intended to encourage additional efforts by Fannie
Mae and Freddie Mac.

5. Impact of Multifamily Mortgage Purchases.  When the 1996-99 goals were
established in December 1995, Freddie Mac had only recently reentered the multifamily mortgage
market, after an absence in the early 1990s.  Freddie Mac has made progress in rebuilding its
multifamily mortgage purchase program, with its purchases of these loans rising from $191
million in 1993 to $6.6 billion in 1998.  Freddie Mac’s limited role in the multifamily market was a
significant constraint when HUD set the level of the housing goals for 1996 through 1999.  While
Freddie Mac has made progress by establishing a solid foundation of multifamily mortgage
purchases, they still lag the market in this area.  Accordingly, the Department is proposing to
provide Freddie Mac with a temporary adjustment factor for purchases of mortgages in
multifamily properties with more than 50 units, as discussed in more detail, below.

6. Financial Capacity to Support Affordable Housing Lending.  A wide variety of
quantitative and qualitative indicators demonstrate that the GSEs’ have ample, indeed robust,
financial strength to improve their affordable lending performance.  For example, the combined
net income of the GSEs has risen steadily over the last decade, from $677 million in 1987 to $5.1
billion in 1998, an average annual growth rate of 20 percent per year.  This financial strength
provides the GSEs with the resources to lead the industry in making mortgage financing available
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for families and neighborhoods targeted by the housing goals.

7. Closing the Gap Between the GSEs and the Market.  This section
discusses the relationship between the housing goals, HUD’s market estimates, and key segments
of the affordable market in which the GSEs have had only a weak presence.  To lay the
groundwork for this discussion, the following table summarizes the Department’s findings
regarding market estimates and GSE performance as well as the levels of the housing goals during
1997-1999 and the goals proposed here:
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Percentage of Eligible Units Financed

1997-1999 2001-2003 GSEs' HUD's HUD's

Requirements Proposed Average Estimated Projected

Requirements
51

Performance 1995-1997 Market

1996-1998 Market Estimate

(Fannie Mae/ Average52

Freddie Mac)

Low-and Moderate 42% 50% 45.1% 57.3% 50-55%

Income Goal 42.2%

Geographically Targeted 24% 31% 28.0% 33.1% 29-32%

Goal 25.8%

Special Affordable 14% 20% 15.6% 28.6% 23-26%

Housing Goal 15.0%

                    
51 Proposed year 2000 transition goals are 48 percent, 29 percent, and 18 percent, respectively.

52 Appendix D explains the specific reasons the 1995-97 market estimates for the low-mod and special
affordable goals are higher than the upper end of HUD’s market projections for the years 2000-2003.  Based on
average 1993-98 experience, HUD’s projection model assumes that refinance borrowers have higher incomes that
home purchase borrowers; however, during the 1995-97 period, refinance borrowers had lower incomes. The 1995-
97 period also exhibited a slightly higher percentage of rental units financed than assumed in HUD’s projection
model.  See Appendix D for other reasons the 1995-97 market estimates are higher than those projected for the
years 2000-2003.
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It is evident from this table that the proposed Low- and Moderate-Income and Special
Affordable Housing Goals are below HUD’s projected market estimate for the years (2000-2003)
covered by the proposed housing goals.  One reason for this disparity involves disaggregating
GSE purchases by property type, which shows that the GSEs have little presence in some
important segments of the affordable housing market.  For example, as shown in Figure 1, in 1997
the GSEs purchased loans representing only 13 percent of units in single-family rental properties,
and only 2 percent of units in small multifamily properties mortgaged that year. (Figure 2 provides
additional detail providing unit data comparing the GSEs’ with the conventional conforming
market).  Typically, more than 90 percent of units in single-family rental and small multifamily
properties qualify for the Low- and Moderate-Income Housing Goal.  Thus, one reason why the
GSEs’ performance on the Low- and Moderate-Income Housing Goal falls short of HUD’s
market estimate, is that the GSEs have had only a weak and inconsistent presence in financing
these important sources of affordable housing, but these market segments are important
components in the market estimate. 
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The same disparities are seen in figures relating to GSE purchase shares and market shares
in the relevant market segments, as utilized by HUD in preparing its market estimates for the
Low- and Moderate-Income Housing Goal.  In the overall conventional mortgage market, units in
single-family rental properties and small multifamily properties are expected to represent
approximately 19 percent of the overall mortgage market, and 31 percent of units backing
mortgages qualifying for the Low- and Moderate-Income Housing Goal.  Yet in 1997, units in
such properties accounted for 5.5 percent of the GSEs’ overall purchases, and only 10.5 percent
of  GSE purchases meeting the Low- and Moderate-Income Housing Goal.  The continuing
weakness in GSE  purchases of mortgages on single-family rental and small multifamily properties
is a major factor explaining the shortfall between GSE performance and that of the primary
mortgage market.

For a variety of reasons, the GSEs have historically viewed the single-family rental and
small multifamily market segments as more difficult for them to penetrate than the single-family
owner-occupied mortgage market.  In order to provide the GSEs with an incentive to enter these
markets and provide the benefits of more consistent exposure to secondary markets, HUD is
proposing to award “bonus points” for their purchases of mortgages on owner-occupied single-
family rental properties and small multifamily properties in calculating credit toward the housing
goals, as discussed below.  The bonus points will make the Department’s proposed housing goals
easier for the GSEs to attain if they devote resources to affordable market segments where their
past role has been limited.  Further, awarding bonus points for these units would have resulted in
some increases in the GSEs’ performance for the three goals over the 1996-98 period.  (See
Subpart B, 5a.). 

Because of the importance of the GSEs’ ability to lead the industry in making mortgage
credit available for targeted populations and areas, HUD wishes to solicit comments on the
following:

Are the proposed housing goals appropriate given the statutory factors HUD must

consider in setting the goals, and in light of the market estimates of the GSEs’ share of the
affordable housing market?

F. Principles Governing Regulation of the GSEs

In proposing these regulations, the Department was guided by and affirmed the following
principles established in the 1995 rulemaking:

(1)  To fulfill the intent of FHEFSSA, the GSEs should lead the industry in ensuring that access
to mortgage credit is made available for very low-, low- and moderate-income families and residents of
underserved areas.  HUD recognizes that, to lead the mortgage industry over time, the GSEs will have
to stretch to reach certain goals and close the gap between the secondary mortgage market and the
primary mortgage market.  This approach is consistent with Congress’ recognition that “the enterprises
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will need to stretch their efforts to achieve” the goals.53

(2)  The Department’s role as a regulator is to set broad performance standards for the GSEs
through the housing goals, but not to dictate the specific products or delivery mechanisms the GSEs
will use to achieve a goal.  Regulating two exceedingly large financial enterprises in a dynamic market
requires that HUD provide the GSEs with sufficient latitude to use their innovative capacities to
determine how best to develop products to carry out their respective missions.  HUD’s regulations
should allow the GSEs to maintain their flexibility and their ability to respond quickly to market
opportunities.  At the same time, the Department must ensure that the GSEs’ strategies serve all
families and markets and address unmet credit needs.  The addition of subgoals and/or bonus points to
the regulatory structure may provide an additional means of encouraging the GSEs’ affordable housing
activities to address identified, persistent credit needs while leaving the specific approaches to meeting
these needs to the GSEs. 

(3)  Discrimination in lending -- albeit sometimes subtle and unintentional -- has denied racial
and ethnic minorities the same access to credit to purchase a home that has been available to similarly
situated non-minorities.  The GSEs have a central role and responsibility to promote access to capital
for minorities and other identified groups and to thereby exhibit the feasibility of such lending.   

(4)  In addition to the GSEs’ purchases of single family home loans, the GSEs also must
continue to assist in the creation of an active secondary market for multifamily loans.  Affordable rental
housing is essential for those families who cannot afford to become homeowners.  The GSEs must
assist in making capital available to assure the continued development of rental housing. 

II.  DISCUSSION OF PROPOSED REGULATORY CHANGES

This proposed rule includes changes to definitions applicable to the housing goals,
establishment of new housing goal levels, new requirements for counting mortgage purchases
under the goals, discussion of possible regulatory incentives intended to spur greater GSE
involvement in untapped segments of the affordable housing market, and an expansion of data
available to the public on the GSEs’ mortgage loan purchases.  Much of the analysis referenced in
this discussion is based on data through calendar year 1997.  Information on the GSEs’ mortgage
purchases for 1998 is referenced where feasible. 

Many of the proposed rule changes, included in the final rule, will involve changes in data
reporting requirements.  The final rule will identify the specific changes to data reporting
necessary to implement any new requirements for counting mortgage purchases under the housing
goals.

A.  Subpart A – General

                    
53 Id. at 35.
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Since 1996, as a result of HUD’s experience with the 1995 GSE rule, the Department has
identified several definitions that require greater clarity to ensure consistent application of the
housing goal requirements.  Accordingly, some definitional changes are proposed for this
purpose.  Other definitional changes would be necessary as a result of the proposed changes to
the housing goals.  These types of definitional changes are discussed in the following Subpart B -
Housing Goals.

1. Definitions

The following definitions are proposed to be added or revised in order to provide
greater clarity, consistency and guidance with regard to this regulation.

a. Metropolitan Area

This rule proposes to revise the existing definition of “Metropolitan Area” to correct an
ambiguity in the relevant area for defining median incomes.  “Metropolitan Area” is defined in §
81.2 of the current regulation as a “metropolitan statistical area (MSA), a primary metropolitan
statistical area (PMSA), or a consolidated metropolitan statistical area (CMSA), designated by the
Office of Management and Budget of the Executive Office of the President.”  This definition gives
rise to an ambiguity in the definitions of underserved area and the denominator of the affordability
ratio used to compute the Low- and Moderate-Income Housing Goal and Special Affordable
Housing Goal in whether to use the median income of the CMSA or the PMSA.  For example, the
underserved area definition requires that the denominator be the metropolitan area median
income.  Should the median income of a census tract in Washington, D.C. be compared to median
income of the Washington PMSA or the Baltimore-Washington CMSA?  HUD has consistently
defined underserved areas, as well as denominators for the other goals, using the median incomes
of the PMSA.  This rule would correct this ambiguity by revising the definition of “Metropolitan
Area” in § 81.2 to eliminate the reference to CMSAs.

b. Median Income

Under § 81.2 of HUD’s current regulations, the definition of “Median Income” with
respect to an area is the unadjusted median family income for the area, as most recently
determined and published by the Department; “area” includes metropolitan areas.  “Metropolitan
Area” is defined in § 81.2 in terms of areas designated as such by OMB.  These definitions give
rise to an inconsistency, in that HUD routinely publishes area median family income estimates but,
in some cases, determines them not for MSAs, or PMSAs, but rather for portions of such areas. 
For example, OMB defines the Washington D.C. PMSA to include Berkeley and Jefferson
counties in West Virginia and Culpeper, King George and Warren counties in Virginia.  However,
HUD’s published area income estimates for these five counties are based on the incomes specific
to these counties, not the PMSA.  Moreover, HUD’s published area income estimates for the
other counties in the Washington MSA are based on data pertaining to the remaining counties and
disregarding data for these five counties.  As another example, OMB defines the New York City
PMSA to include Rockland and Westchester Counties.  HUD’s published area income estimates
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for these two counties are based on incomes specific to the counties, not the PMSA.  HUD’s
published area income estimates for the other counties in the New York City PMSA are based on
data pertaining to the entire New York City PMSA including Rockland and Westchester
Counties.  Such differences between HUD’s published area estimates and MSAs have led to
ambiguity concerning the appropriate determination of area incomes by the GSEs.  HUD
proposes to change the definition of “Median Income” to require the GSEs to use HUD estimates
of median family income.  As part of this change to the definition of “Median Income,” HUD
would provide the GSEs, on an annual basis, with information specifying how HUD’s published
median family income estimates are to be applied.

c. Underserved Area

This rule proposes to revise the existing definition of “Underserved Area” to correct the
parameters of rural underserved areas.  The definition of rural underserved areas in § 81.2 has an
“income-only” portion (i.e., a median income at or below 95 percent of the state non-metropolitan
median income or the nationwide non-metropolitan median income, whichever is greater) and
“income/minority” portion (i.e., a median income at or below 120 percent of the state non-
metropolitan median income and a minority population of at least 30 percent).  In the preamble to
the 1995 Final Rule, HUD explained that for the income only portion of the definition, the median
income of a county would be compared to the greater of either the state or the nationwide non-
metropolitan median income, in order to ensure that poor counties in poor states would be
included in the definition.  However, the 1995 Final Rule did not recognize this comparison in the
“income/minority” portion.  Therefore, this proposed rule would correct this oversight by
proposing to revise the definition of “Underserved Areas” in § 81.2. This rule also proposes a
specific change to this definition related to tribal lands and discusses other possible changes to the
definition related to metropolitan and non-metropolitan (rural) areas.  The changes are proposed
are discussed below in Section B., 3., e., “Central Cities, Rural Areas and Other Underserved
Areas Housing Goal.”

B. Subpart B - Housing Goals

1. Background

The Department is required to establish, by regulation, annual housing goals for each
GSE.  The goals include a Low- and Moderate-Income Goal, a Special Affordable Housing Goal,
and a Central Cities, Rural Areas, and Other Underserved Areas Housing Goal (the
Geographically Targeted Goal).  Section 1331(a) of FHEFSSA requires HUD to establish these
goals in a manner consistent with sections 301(3) of the Fannie Mae Charter Act and 301(b)(3) of
the Freddie Mac Charter Act, which require the GSEs “to provide ongoing assistance to the
secondary market for residential mortgages (including…mortgages on housing for low- and
moderate-income families involving a reasonable economic return that may be less than the return
earned on other activities).”  Under section 1331(c) of FHEFSSA, HUD may, by regulation,
adjust any housing goal from year to year. 
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In December 1995, HUD established housing goals for the GSEs for 1996-1999, revising
and restructuring the transition goals that had been in effect for 1993-1995.  The current housing
goal levels, which were in place for 1996-1999, are:

• A Low- and Moderate-Housing Income Goal, which focuses on mortgages on
housing for families with incomes no greater than area median income (as defined by
HUD),54 and which was set at 40 percent of total units financed by each of the GSEs’
mortgage purchases in 1996 and 42 percent for each calendar year from 1997 though
1999;

• A Geographically Targeted Goal, which focuses on mortgages on properties located
in “underserved areas,” defined as low-income and/or high-minority census tracts and
rural counties (excluding high-income, high-minority tracts), and which was set at 21
percent of total units financed by each of the GSEs’ mortgage purchases in 1996 and
at 24 percent for each calendar year from 1997 through 1999;

• A Special Affordable Housing Goal, which focuses on mortgages on housing for
very low-income families and low-income families living in low-income areas, and
which was set at 12 percent of total units financed by each of the GSEs’ mortgage
purchases in 1996 and at 14 percent for calendar each year from 1997 through 1999;
and

• A Special Affordable Multifamily Housing Subgoal, which focuses on mortgages
on housing for very low-income families and low-income families living in low-income
areas, in multifamily properties (defined as properties with five or more units), and
which was set at a fixed amount of 0.8 percent of the total dollar volume of mortgages
purchased by each GSE in 1994.  This formula results in a subgoal of special
affordable multifamily mortgage purchases totaling $1.29 billion per year for Fannie
Mae and $988 million per year for Freddie Mac for each calendar year from 1996
through 1999.

These housing goals, excluding the special affordable multifamily housing subgoal, share
common characteristics:  (1) Annual goal levels are the same for both GSEs; (2) they are
percentage based goals defined in terms of percentages of housing units financed; and (3) one unit
may qualify for one or more goals.  In addition, under the current regulation, goals were
established based on consideration of the statutory factors and set for a four-year period from
1996 through 1999 to allow the GSEs time to develop long-range strategies.

A key factor in determining the level of the goals was and is the estimated size of the
conventional market for each goal.  In 1995, HUD estimated the low- and moderate-income share
of the conventional market at 48-52 percent; the underserved (geographically targeted) areas
share at 25-28 percent; and the special affordable share at 20-23 percent.  These market estimates
                    

54 24 CFR 81.2
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were based mainly on HMDA data for 1992 to 1994.  Upon further analysis, however, these estimates
are below what actual data shows for the period from 1995 to 1998.  For example, HUD’s 1995
market estimates underestimated the size of the rental market and did not anticipate the underlying
strength and persistence of the affordable lending market.  A large portion of new mortgages were
originated for low-income families and first time homebuyers during the 1995 to 1998 period. 
Therefore, HUD estimates that the low- and moderate-income market accounted for 57-58 percent of
all mortgages originated during the 1995 to 1997 period, and for 54 percent during the heavy
refinancing year of 1998.  Appendix D, “Estimating the Size of the Conventional Conforming Market
for each Housing Goal,” provides other reasons that the actual market shares were higher than
anticipated in HUD’s 1995 estimates. 

In accordance with FHEFSSA, HUD has re-estimated the market shares of the mortgages
in the primary conventional market that would qualify for each of the GSEs’ housing goals for the
years 2000 through 2003.55   HUD estimates that for the years 2000 through 2003 the low- and
moderate-income share of the conventional market will be 50-55 percent, the underserved
(geographically targeted) areas share of the market will be 29-32 percent, and the special
affordable share will be 23-26 percent.  Appendix D, “Estimating the Size of the Conventional
Conforming Market for Each Housing Goal,” provides an extensive analysis of the Department’s
market share estimates. 

The higher market estimates suggest that the gaps between the current goal levels and the
market estimates of the opportunities available to the GSEs are wider than was anticipated in 1995.  As
with the 1995 estimates, these new market estimates also allow for more adverse economic conditions
than recently experienced.  For example, the lower end -- 50 percent -- of the range for the low- and
moderate-income market estimate is consistent with low- and moderate-income borrowers accounting
for 35 percent of home purchase loans in the single-family owner market.  (The remainder of the low-
and moderate-income market share estimate includes multifamily and single family rental properties.) 
Since the 1992-98 average for the low- and moderate-income share of the home purchase market was
41 percent, and the more recent 1995-1998 average was 42 percent, some leeway is allowed for more
adverse income and interest rate conditions.  Such leeway may be needed since it is possible that the
affordable housing market may not continue at current rates, particularly if there is a slowdown in
economic activity.

While the single family affordable market has not changed substantially since 1995 when HUD
developed its first market estimates, HUD has revised its new market estimates upward based upon its
analyses of the underlying strength of the single family affordable market.  That market has been
consistently strong for the past six years (1993-1998).  When HUD produced the market estimates in
1995,  the data was limited to the early 1990s, during which 1993 and 1994 demonstrated the strongest
affordable housing markets.  Now, with four additional years (1995 to 1998) of data indicating
consistent trends in the affordable market, HUD is more confident about the underlying strength of this
                    

55 The goal-qualifying market shares are estimated for the years 2000-2003 under several projections
about the relative sizes of the single family and multifamily markets.  Numerous sensitivity analyses that consider
alternative market and economic conditions are examined in Appendix D.
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market. 

At the same time, HUD has used assumptions about future economic and market
conditions that are more conservative than those that have actually prevailed over the last six
years.  HUD is well aware of the volatility of mortgage markets and their possible impacts on the
GSEs’ ability to meet the housing goals.  HUD’s market estimates have also changed to a small
extent by including manufactured housing loans in the single family owner market, and slightly
increasing the affordability and underserved area parameters for rental housing. 

Under HUD’s current regulations, the current levels of the housing goals remain in effect
in 2000 and thereafter until such time as the Department establishes new annual housing goals.  
In this rule, HUD is proposing to establish new levels for the three housing goals and for the
special affordable multifamily housing subgoal for the years 2000 through 2003. The housing
goals as proposed would be phased in beginning in calendar year 2000 and would be fully in place
in calendar years 2001, 2002 and 2003.  In proposing the level of the housing goals for 2000 and
thereafter, HUD has applied the statutory factors and also has concluded that the goals should be
set far enough into the future to allow the GSEs to engage in long-term planning. 

2. Sec. 81.12  Low- and Moderate-Income Housing Goal

This section discusses the Department’s consideration of all the statutory factors in arriving at its
proposed new housing goal level for the Low- and Moderate-Income Housing Goal.  Additional
information analyzing each of the statutory factors is provided in Appendix A, “Departmental
Considerations to Establish the Low- and Moderate-Income Housing Goal,” and Appendix D,
“Estimating the Size of the Conventional Conforming Market for each Housing Goal.” 

a.  Definition

 The Low and Moderate-Income Housing Goal counts mortgages on housing for families with
incomes not in excess of area median incomes.

b.  Market Estimate for the Low- and Moderate-Income Housing Goal
in 2000

The Department estimates that dwelling units serving low-and moderate-income families
will account for 50-55 percent of total units financed in the overall conventional conforming
mortgage market during the period 2000 through 2003.  Due to inherent uncertainty about future
market conditions, HUD has developed a plausible range, rather than a point estimate, for the
market.  The detailed analyses underlying this estimate are presented in Appendix D, “Estimating
the Size of the Conventional Conforming Market for Each Housing Goal.”

c.  Past Performance of the GSEs under the Low- and Moderate-
Income Housing Goal

HUD’s current goals specified that in 1996 at least 40 percent of the number of units
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financed by mortgage purchases of the GSEs and eligible to count toward the Low and Moderate-
Income Goal should qualify as low- and moderate-income, and at least 42 percent should qualify
in each year from 1997 through 1999.  Fannie Mae surpassed these goal levels by 5.6 percentage
points in 1996, 3.7 percentage points in 1997, and 2.1 percentage points in 1998.  Freddie Mac
surpassed the goals by 1.1 percentage points, 0.6 percentage point and 0.9 percentage point in
1996, 1997 and 1998, respectively.  The GSEs’ performance under the Low- and Moderate-
Income Housing Goal for the 1996 through 1998 period is summarized below: 

SUMMARY OF GSE PERFORMANCE UNDER THE

LOW- AND MODERATE-INCOME HOUSING GOAL56

1996 1997 1998

Required Goal Level 40% 42% 42%

Fannie Mae:

    Percent Low-and Moderate-Income 45.6% 45.7% 44.1%

Freddie Mac:

    Percent Low-and Moderate-Income 41.1% 42.6% 42.9%

During the transition period from 1993 through 1995, Fannie Mae’s performance under
the Low- and Moderate-Income Housing Goal jumped sharply in one year, from 34.2 percent in
1993 to 44.8 percent in 1994, before tailing off to 42.3 percent in 1995.  It then stabilized at just
                    

56 The figures presented for goal performance are based on HUD analysis of the GSEs’ loan level data. 
Some results differ marginally from the corresponding figures presented by Fannie Mae and Freddie Mac in their
respective Annual Housing Activities Reports (AHARs) to HUD, reflecting differences in application of counting
rules. 
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over 45 percent in 1996 and 1997.  Fannie Mae’s performance in 1998 declined to 44.1 percent
due in large measure to the high volume of refinance loans that Fannie Mae funded in 1998. 

During the transition period, Freddie Mac demonstrated steadier gains in performance
under the Low- and Moderate-Income Housing Goal, from 29.7 percent in 1993 to 37.4 percent
in 1994 and 38.9 percent in 1995.  Freddie Mac then achieved 41.1 percent in 1996, and 42.6
percent and 42.9 percent in 1997 and 1998, respectively.

Fannie Mae’s performance on the Low- and Moderate-Income Housing Goal has
surpassed Freddie Mac’s in every year.  Nonetheless, Freddie Mac’s 1998 performance
represented a 44 percent increase over its 1993 level, exceeding the 29 percent increase for Fannie
Mae.  Freddie Mac’s performance was 97 percent of Fannie Mae’s low- and moderate-income
share in 1998, the highest ratio since the goals took effect in 1993.  Freddie Mac’s improved
performance is due mainly to its increased purchases of multifamily loans as it has become more
active in this market. Some housing industry observers believe that the Low- and Moderate-
Income Housing Goal has been an important factor explaining Freddie Mac’s re-entry into the
multifamily market.

In fact, multifamily purchases represent a significant component of both GSEs’ activities in
meeting the Low-and Moderate-Income Housing Goal, even though multifamily loans comprise a
relatively small portion of the GSEs’ business activities.  In 1997, while Fannie Mae’s multifamily
purchases represented only 13.4 percent of its total acquisition volume measured in terms of
dwelling units, these purchases comprised 26.7 percent of units qualifying for the Low-and
Moderate-Income Housing Goal.  Multifamily purchases were 8.2 percent of the units financed by
Freddie Mac’s 1997 mortgage purchases but were 19 percent of Freddie Mac’s low- and
moderate-income mortgage purchases.  

The GSEs’ 1998 performance took place in the context of a record level of mortgage
originations, with unusually high refinance volume reaching 50 percent of single family mortgage
originations.   The GSEs relied upon a record volume of multifamily mortgage purchases in 1998
-- $12.5 billion for Fannie Mae and $6.6 billion for Freddie Mac -- to exceed the 42 percent goal.

d.  Proposed Goal Levels for 2000-2003

 Having considered all statutory factors including housing needs, projected economic
and demographic conditions for 2000 to 2003, the GSEs’ past performance, the size of the market
serving low- and moderate-income families, and the GSEs’ ability to lead the market while
maintaining a sound financial condition; HUD is proposing that the annual goal for mortgage
purchases qualifying under the Low-and Moderate-Income Housing Goal be 48 percent of eligible
units financed in calendar year 2000, and 50 percent of eligible units financed in each of calendar
years 2001, 2002 and 2003.  This proposed goal level is intended to increase the GSEs’ current
level of performance to a level that is consistent with reasonable estimates of the low- and
moderate-income housing market.  HUD’s detailed findings under the statutory factors for



37

establishing the goal are described in Appendix A, “Departmental Considerations to Establish the
Low- and Moderate-Income Housing Goal,” and Appendix D, “Estimating the Size of the
Conventional Conforming Market for Each Housing Goal.”

3.  Sec. 81.13  Central Cities, Rural Areas, and Other Underserved Areas Housing
Goal

This section discusses the Department’s consideration of all the statutory factors in
arriving at its proposed new housing goal level for the Central Cities, Rural Areas, and Other
Underserved Areas Housing Goal (the Geographically  Targeted Goal).  Additional information
analyzing each of the statutory factors is provided in Appendix B, “Departmental Considerations
to Establish the Central Cities, Rural Areas, and Other Underserved Areas Goal,” and Appendix
D, “Estimating the Size of the Conventional Conforming Market for Each Housing Goal.”  This
section also discusses possible changes being considered to the definition of underserved areas.

a. Definition

The Geographically Targeted Goal focuses on areas currently underserved by the
mortgage finance system.  The 1995 Final Rule provides that for properties in metropolitan areas,
mortgage purchases count toward the Geographically Targeted Goal if such purchases finance
properties that are located in underserved census tracts.  In § 81.2, HUD defined “underserved
areas” as areas where either:  (1) the tract median income is at or below 90 percent of the area
median income (AMI); or (2) the minority population is at least 30 percent and the tract median
income is at or below 120 percent of AMI.   The AMI ratio is calculated by dividing the tract
median income by the MSA median income.  The minority percent of a tract’s population is
calculated by dividing the tract’s minority population by its total population.

For properties in non-metropolitan (rural) areas, mortgage purchases count toward the
Geographically Targeted Goal where such purchases finance properties that are located in
underserved counties.  These are defined as counties where either (1) the median income in the
county does not exceed 95 percent of the greater of the state or nationwide non-metropolitan
median income; or (2) minorities comprise at least 30 percent of the residents and the median
income in the county does not exceed 120 percent of the state non-metropolitan median income.

b. Market Estimate for the Geographically Targeted Goal

The Department estimates that dwelling units in underserved areas will account for 29-32
percent of total units financed in the overall conventional conforming mortgage market during the
period 2000 through 2003.  Due to inherent uncertainty about future market conditions, HUD has
developed a plausible range, rather than a point estimate, for the market.  The detailed analyses
underlying this estimate are presented in Appendix D, “Estimating the Size of the Conventional
Conforming Market for Each Housing Goal.”

c. Past Performance of the GSEs under the Geographically Targeted Goal
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HUD’s goals specified that in 1996 at least 21 percent of the units financed by the GSEs’
mortgage purchases should count toward the Geographically Targeted Goal, and at least 24
percent in 1997 through 1999.  Fannie Mae surpassed the goal by 7.1 percentage points in 1996,
4.8 percentage points in 1997, and 3.0 percentage points in 1998.  Freddie Mac surpassed the
goal by 4.0, 2.3 and 2.1 percentage points in 1996, 1997 and 1998, respectively.  The GSEs’
performance for the 1996-98 period is summarized below: 
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SUMMARY OF GSE PERFORMANCE UNDER THE

THE GEOGRAPHICALLY TARGETED GOAL57

1996 1997 1998

Required Goal Level 21% 24% 24%

Fannie Mae:

    Percent Geographically Targeted 28.1% 28.8% 27.0%

Freddie Mac:

    Percent Geographically Targeted 25.0% 26.3% 26.1%

Although both GSEs have improved their performance in underserved areas, on average,
their mortgage purchases continue to lag the primary market in providing financing for affordable
loans in underserved neighborhoods. During the 1996-1998 period, underserved areas accounted
for 19.9 percent of Freddie Mac’s purchases of single family home mortgages compared with 22.9
percent of Fannie Mae’s purchases, 25.8 percent of mortgages retained by portfolio lenders, and
24.9 percent of all home purchase mortgages originated in the conventional conforming market.
As these figures indicate, Freddie Mac has been less likely than Fannie Mae to purchase
mortgages on properties in underserved neighborhoods.  Freddie Mac has not made progress in
reducing the gap between its performance and that of the overall market.  In 1992, underserved
areas accounted for 18.6 percent of Freddie Mac’s purchases of home purchase mortgages and
for 22.2 percent of home loans originated in the conforming market, which yields a “Freddie Mac-

                    
57 The figures presented for goal performance are based on HUD’s analysis of the GSEs’ loan level data. 

Some results differ marginally from the corresponding figures presented by Fannie Mae in its AHARs, reflecting
differences in application of counting rules.   
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to-Market” ratio58 of 0.84 percent.  By 1998, the “Freddie Mac-to-Market” ratio had actually
fallen to 0.81 percent.  During the same period, the “Fannie Mae-to-Market” ratio increased from
0.82 percent to 0.93 percent.

Fannie Mae's performance under this goal improved due to its increased purchases during
1997 and 1998 of mortgages originated in prior years in underserved neighborhoods.  For
instance, Fannie Mae's purchases of single family home mortgage loans in underserved areas
increased from 22.3 percent in 1996 to 23.5 percent in 1997.  However, the percentage of Fannie
Mae's purchases of newly originated mortgages on dwellings in underserved areas was lower in
1997 (20.8 percent) than in 1996 (21.9 percent).  This decline was offset by the fact that a high
percentage (30.1 percent) of Fannie Mae's purchases in 1997 of prior year mortgages were home
mortgage loans on properties in underserved areas.  This focus on prior year mortgages explains
why Fannie Mae's performance increased across several affordable lending categories between
1996 and 1997.  Fannie Mae’s purchases of prior year affordable housing loans continued in
1998.

In evaluating the GSEs’ past performance, it should be noted that while borrowers in
underserved metropolitan areas tend to have much lower incomes than borrowers in other areas,
this does not mean that GSE purchase activity in underserved areas derives totally from lower
income families.  In 1997, above median-income households accounted for 37 percent of the
mortgages the GSEs purchased in underserved areas.

d.  Proposed Goal Levels for 2000-2003

Having considered all statutory factors including housing needs, projected economic and
demographic conditions for 2000 to 2003, the GSEs’ past performance, the size of the market for
central cities, rural areas and other underserved areas, and the GSEs’ ability to lead the market
while maintaining a sound financial condition; HUD is proposing that the annual goal for
mortgage purchases qualifying under the Geographically Targeted Goal be 29 percent of eligible
units financed in calendar year 2000, and 31 percent of eligible units financed in each of calendar
years 2001, 2002 and 2003.  This proposed goal level is intended to increase the GSEs’ current
level of performance to a level that is consistent with reasonable estimates of the housing market
in underserved areas.  The Department’s detailed findings under the statutory factors for
establishing the goal are described in Appendix B, “Departmental Considerations to Establish the
Central Cities, Rural Areas, and Other Underserved Areas Goal,” and Appendix D, “Estimating the
Size of the Conventional Conforming Market for Each Housing Goal.”

e.  Proposed Definitional Changes for Underserved Areas

(1)  Metropolitan Areas.  The Department is seeking comments on
possible changes to the current metropolitan underserved areas definition in an effort to more

                    
58 GSE to market ratio is calculated by dividing the performance of the respective GSE by the performance

of the market.
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accurately target underserved areas with higher mortgage denial rates and thereby promote access
to mortgage credit nationwide.  Specifically, HUD is considering changing the current tract
income ratio to an “enhanced” tract income ratio and requiring that for tracts to qualify they must
have an enhanced tract income ratio at or below 80 percent of area median income.  The
enhanced tract income ratio described below would make the underserved areas definition used by
the GSEs consistent with the requirements of Federally insured depository institutions under the
Community Reinvestment Act (CRA).

The “enhanced” option is two-fold.  First, it would change the tract income ratio
(described in the definition of “central city” or “other underserved area” in paragraph (1) of the
definition of “Underserved areas” in § 81.2) from one that is calculated using MSA median
income to one that is based on the greater of either the national metropolitan median income or
the MSA median income.  This approach would ensure that low-income census tracts in low-
income MSAs are classified as underserved.  With this change, 994 tracts, with an average
mortgage denial rate of 26.8 percent, would be added to the scope of the current definition. 

Second, the enhanced option would change the level of the income ratio required in
paragraph (1)(ii) of the definition of “Underserved areas.”  Tracts would qualify as underserved if
their income ratio were 80 percent as compared to a tract income ratio of 90 percent under the
current definition.  With this change, 2,500 tracts, with an average mortgage denial rate of 17.8
percent, would be dropped from the scope of the current definition.  Of the tracts that would be
dropped, the mortgage denial rate is not much higher than the average mortgage denial rate for all
metropolitan areas, which is 15.3 percent.  This suggests that these areas are not experiencing
severe problems in obtaining mortgage credit and should not be targeted.  The overall number of
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tracts that would qualify with both parts of the enhanced option is 20,093, with an average
mortgage denial rate of 25.0 percent.

Although the Department preliminarily favors adopting a definitional change based on the
enhanced tract income option described above, another approach to targeting high mortgage
denial areas is to increase the alternative requirement for an underserved area by increasing the
minority concentration required from the current 30 percent to 50 percent.  Adopting this option
would exclude many tracts with high mortgage denial rates.  This option would drop 1,045 tracts
with a relatively high mortgage denial rate of 20.2 percent.  Nevertheless, this proposal should
stimulate conventional lending in high minority neighborhoods that have been traditionally
underserved.

Either of the possible changes to the existing definition for underserved areas would likely
affect the estimated market share for the Geographically Targeted Goal.  If either of the possible
changes were adopted, the Department would revise its market estimates of underserved areas
accordingly and the level of the housing goal as needed to reflect the revised estimates.   

HUD seeks comment on the proposed options for revising the definition of underserved
metropolitan areas, including the extent to which these definitional changes are likely to increase
the availability of credit to areas with high mortgage denial rates.

(2)  Tribal Lands.  In reviewing the criteria for underserved areas, HUD
believes that difficulties in obtaining mortgage loans on qualifying American Indian Reservations
and trust lands deserve attention.  A February 1998 report by the General Accounting Office
(GAO) concerning lending on tribal lands found that, during a five year period from 1992 through
1996, only 91 conventional home purchase loans were made to Native Americans on trust lands.59

 The eight lenders making these loans held all of them in portfolio.  In addition, government-
backed loans were insured by HUD under its Section 184 and Section 248 programs which
promote affordable housing opportunities for Native American families, and through programs of
the Department of Veterans Affairs, the U.S. Department of Agriculture, and the Federal Home
Loan Banks.  Fannie Mae has consistently purchased Section 184 loans, and Freddie Mac has
recently become involved in this program.

A number of reservations cross county and census tract lines with a portion of the
reservation in a county that is otherwise considered high-income and/or low-minority and a
portion of the reservation in a county that is neither.  Part of a reservation, therefore, may be
considered an underserved area and part a served area.  To remedy such anomalies, this rule
proposes that reservations and trust lands would be considered separate geographic entities rather
than parts of the counties in which they are located.  Thus, in a non-metropolitan area, median
income for the reservation would be compared with state (or national) non-metropolitan median
income in determining whether the reservation is an “underserved area;” and in a metropolitan

                    
59 GAO/RCED-98-49.



43

area, median income for the reservation would be compared with the median income of the
respective metropolitan area. 

HUD has determined that currently 173 non-metropolitan counties that contain Indian
reservations or trust lands are classified as underserved areas and 88 such counties are classified
as served areas.  In metropolitan areas, 131 census tracts that contain Indian reservations or trust
lands are currently classified as underserved areas and 115 such tract are classified as served
areas.  Inclusion of qualifying Indian reservations and trust lands in these 88 counties and 115
census tracts as underserved areas in calculating the Geographically Targeted Goal would not
automatically be expected to have a major impact on lending in these areas, at least initially, but it
could heighten awareness and encourage future growth in conventional mortgage lending to these
areas.

Based on this analysis, the Department proposes to revise § 81.2 to designate all
qualifying Indian reservations and trust lands as underserved areas.

(3)  Rural Areas.  The current definition of underserved non-metropolitan
or rural areas under the Geographically Targeted Goal accounts for 53 percent of the households,
57 percent of the census tracts, and 66 percent of the counties in rural areas.  Unlike the
underserved definition for metropolitan areas, which is based on the minority or low-income
concentration of census tracts, the non-metropolitan/rural underserved definition is based on these
criteria for counties. During the 1995 rulemaking process, experts on rural lending informed HUD
that lenders’ business operations in rural areas are oriented toward counties, not census tracts.  In
addition, counties are easy to identify and geocode, which facilitates the reporting process for
lenders who provide the GSEs with loan-level data on mortgages. However, HUD recognized
then, and experience has borne out, that, under its county-based definition, the GSEs can achieve
the goal by purchasing mortgages located in the parts of underserved counties that have higher
incomes.

The broad nature of the underserved definition for non-metropolitan areas raises at least
two concerns. The first concern is that the broad definition appears to result in similar borrower
characteristics in served and underserved counties.  HUD’s analysis indicates that the GSEs are
less likely to purchase loans for first-time homebuyers and more likely to purchase mortgages for
high-income borrowers in underserved than in served counties. Mortgages to first-time
homebuyers account for 13.9 percent of the GSEs’ mortgage purchases in served counties
compared with 12.3 percent in underserved counties. Interestingly, it is more likely for borrowers
in underserved counties (71.2 percent) to have incomes above the county median than in served
counties (65.5 percent). These findings support the claim that, in rural underserved counties, the
GSEs purchase mortgages of borrowers who probably encounter few obstacles to obtaining
mortgage credit.  Further, mortgages purchased by the GSEs in underserved areas do not have
low down payments. In both served and underserved counties, only 27 percent of the GSEs’
mortgage purchases have loan-to-value ratios above 80 percent.

Defining underserved areas in terms of an entire county also appears to encourage the
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GSEs to purchase mortgages in the more affluent tracts. HUD’s analysis shows that even though
the GSEs purchase a greater percentage of mortgages in high-minority and low-income tracts in
underserved than in served counties, they purchase nearly the same percentage of mortgages in
both underserved and served counties in high-income tracts. In underserved counties, 12.3
percent of the GSEs’ mortgage purchases are in tracts above 120 percent area median income
compared with 14.6 percent in served counties. 

There are few conclusive studies on access to mortgage credit in rural areas, and the
studies that do exist suggest only broad conclusions about credit flows in these areas.  Moreover,
evaluating which rural locations are underserved in terms of access to mortgage credit cannot be
done with HMDA data on which HUD mainly relied in defining urban underserved areas.  Other
data bases available with mortgage market information have similar limitations with regard to
coverage of mortgage activity in rural areas.  Nonetheless, based on an analysis of the GSEs’
mortgage purchases by tract median income, it does not appear that the current county definition
is encouraging the GSEs to target their mortgage purchases to the most underserved portions of
rural areas.

For these reasons, the Department is seeking public comment on alternative
methodologies and sources of rural market data that HUD might use to define underserved non-
metropolitan/rural areas.  Specifically, HUD seeks comment on whether the Department should
follow a tract-based approach in defining underserved rural areas, which would be consistent with
the tract-based definition used in metropolitan areas.  As technology and computer mapping
capabilities have evolved since 1995, it may be appropriate to revisit the issue of whether entire
counties or census tracts within the counties should be used to define rural underserved areas.

4. Sec. 81.14  Special Affordable Housing Goal

This section discusses the Department’s consideration of all the statutory factors in arriving at its
proposed new housing goal level for the Special Affordable Housing Goal.  Additional
information analyzing each of the statutory factors is provided in Appendix C, “Departmental
Considerations to Establish the Special Affordable Housing Goal,” and Appendix D, “Estimating
the Size of the Conventional Conforming Market for Each Housing Goal.”  This section also
discusses possible changes being considered to the structure of the multifamily subgoal.

a.  Definition

 The Special Affordable Housing Goal targets mortgages on housing for very low-income
families and low-income families living in low-income areas.  Units that count toward the Special
Affordable Housing Goal include units occupied by low-income owners and renters in low-income
areas, and very-low-income owners and renters.  In addition, low-income rental units in
multifamily properties in which at least 20 percent of the units are affordable to families whose
incomes are 50 percent of area median income, or less, or where at least 40 percent of the units
are affordable to families whose incomes are 60 percent area median income, or less, count
toward the goal.
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b.  Market Estimate for the Special Affordable Housing Goal

 The Department estimates that dwelling units serving very low-income families and low-
income families living in low-income areas will account for 23-26 percent of total units financed in
the overall conventional conforming mortgage market during the period 2000 through 2003.  Due
to inherent uncertainty about future market conditions, HUD has developed a plausible range,
rather than a point estimate, for this market.  The detailed analyses underlying this estimate are
presented in Appendix D, “Estimating the Size of the Conventional Conforming Market for Each
Housing Goal.”

c.  Past Performance of the GSEs under the Special Affordable Housing Goal

The Special Affordable Housing Goal is designed to ensure that the GSEs consistently
focus on serving the very low- and low-income portion of the housing market. However, analysis
of American Housing Survey and HMDA data show that the shares of mortgage loans for very
low-income homebuyers are smaller for the GSEs’ mortgage purchases than for depository
institutions and others originating mortgage loans in the conforming conventional market.  HUD’s
analysis suggests that the GSEs should improve their performance in providing financing for the
very low-income housing market.

HUD’s goals specified that in 1996 at least 12 percent of the number of units eligible to
count toward the Special Affordable Housing Goal should qualify as special affordable, and at
least 14 percent in 1997 through 1999.   As indicated below, Fannie Mae surpassed the goal by
3.4 percentage points in 1996, 3.0 percentage points in 1997 and 0.3 percentage point in 1998. 
Freddie Mac surpassed the goal by 2.0, 1.2, and 1.9 percentage points in 1996, 1997 and 1998,
respectively.  The GSEs’ performance for the 1996-95 period is summarized below:

SUMMARY OF GSE PERFORMANCE UNDER

THE SPECIAL AFFORDABLE HOUSING GOAL60

1996 1997 1998

Required Goal Level 12% 14% 14%

                    
60 The figures presented for goal performance are based on HUD’s analysis of the GSEs’ loan level data. 

Some results differ from the corresponding figures presented by Fannie Mae in its AHARs by one to two
percentage points.  The difference largely reflects differences between HUD and Fannie Mae in application of
counting rules relating to counting of seasoned mortgage loans for purposes of this goal.  Freddie Mac’s AHAR
figures for this goal differ marginally from the official figures presented above, also reflecting differences in
application of counting rules. 
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Fannie Mae:

    Special Affordable Housing Goal 15.4% 17.0% 14.3%

Freddie Mac:

    Special Affordable Housing Goal 14.0% 15.2% 15.9%
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HMDA and GSE data for metropolitan areas show that both GSEs lag depository
institutions and other lenders in providing financing for home loans that qualify for the Special
Affordable Housing Goal.  Special affordable loans, which include loans for very low-income
borrowers and low-income borrowers living in low-income areas, accounted for 9.8 percent of
Freddie Mac’s purchases of home purchase mortgages during 1996-98, 11.9 percent of Fannie
Mae’s purchases, 16.7 percent of newly originated loans retained by depository institutions, and
15.3 percent of all new originations in the conventional conforming market.  While Freddie Mac
has improved its special affordable lending over the past few years, it has not made as much
progress as Fannie Mae in closing the gap with depository institutions and other lenders in the
home loan market.  In 1998, Freddie Mac’s special affordable performance was 73 percent of the
primary market proportion of home loans that would qualify under the Special Affordable
Housing Goal, compared to Fannie Mae’s performance of 85 percent during the same period.

The multifamily market is especially important in the establishment of the Special
Affordable Housing Goal for Fannie Mae and Freddie Mac because of the relatively high
percentage of multifamily units meeting the Special Affordable Housing Goal.  In 1997, 57
percent of units financed by Freddie Mac’s multifamily mortgage purchases met the Special
Affordable Housing Goal, representing 31 percent of units counted toward its Special Affordable
Housing Goal, at a time when multifamily units represented only eight percent of its total
purchase volume. Corresponding percentages for Fannie Mae’s multifamily purchases were:  54
percent of units financed by Fannie Mae’s multifamily mortgage purchases met the Special
Affordable Goal, multifamily units represented 44 percent of units meeting the Special Affordable
Goal but only 13 percent of total purchase volume.  In comparison, HUD estimates that
multifamily mortgages accounted for 20 percent of the total number of dwelling units financed in
the conventional conforming market in 1997. 

d. Proposed Goal Levels for 2000-2003

Having considered all statutory factors including housing needs, projected economic and
demographic conditions for 2000 to 2003, the GSEs’ past performance, the size of the market
serving very low-income families and low-income families living in low-income areas, and the
GSEs’ ability to lead the market while maintaining a sound financial condition; HUD is proposing
that the annual goal for mortgage purchases qualifying under the Special Affordable Housing Goal
be 18 percent of eligible units financed in calendar year 2000, and 20 percent of eligible units
financed in each of calendar years 2001, 2002 and 2003.  This proposed goal level is intended to
increase the GSEs’ current level of performance to a level that is consistent with reasonable
estimates of the special affordable housing market.  The Department’s detailed findings under the
statutory factors for establishing the goal are described in Appendix C, “Departmental
Considerations to Establish the Special Affordable Housing Goal,” and Appendix D, “Estimating
the Size of the Conventional Conforming Market for Each Housing Goal.”
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 e. The Multifamily Subgoal

 Under the Special Affordable Housing Goal, HUD established a subgoal for purchases of
multifamily mortgages.  HUD established this subgoal at 0.8 percent of the dollar value of each
GSE’s respective 1994 dollar purchase volume, including both single family and multifamily
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mortgage purchases.  This yielded subgoals of $988 million for Freddie Mac and $1.29 billion for
Fannie Mae.61

 Freddie Mac narrowly exceeded the subgoal in 1996 and 1997, with multifamily special
affordable acquisitions of $1.1 billion and $1.2 billion, respectively.  Freddie Mac exceeded the
goal by a wider margin in 1998, when it purchased $2.7 billion in multifamily special affordable
loans.  Fannie Mae has consistently surpassed its multifamily subgoal, with multifamily mortgage
purchases of $2.4 billion in 1996, $3.2 billion in 1997, and $3.5 billion in 1998.62

 Approximately half of the GSEs’ annual multifamily purchase volume usually qualifies
toward the Special Affordable Housing Goal. Moreover, multifamily acquisitions typically
represent a significant proportion of all GSE purchases qualifying toward the Special Affordable
Housing Goal.  As noted earlier, multifamily acquisitions contributed 44.0 percent of units
qualifying toward Fannie Mae’s Special Affordable Housing Goal, with a corresponding figure of
31.4 percent for Freddie Mac.

 One of the Department’s principal objectives in establishing the subgoal was to ensure
Freddie Mac’s re-entry into the multifamily market. In 1991-1993, following losses on multifamily
mortgage loans, Freddie Mac had virtually no multifamily mortgage purchase capacity.  Over the
past five years, however, Freddie Mac has built new capacity to support its multifamily mortgage
purchase activity and has expanded its presence in the multifamily financing market to the point
that it purchased $6.6 billion of multifamily mortgages in 1998.  Industry observers believe that
the special affordable multifamily subgoal has contributed toward a significantly increased
presence by Freddie Mac in the multifamily market.

 Fannie Mae was well established in the multifamily mortgage market prior to the
establishment of the multifamily special affordable subgoal.  Fannie Mae’s performance has
consistently surpassed the subgoal by a wide margin, as noted above.

f. Proposed Multifamily Subgoal Level

The Secretary proposes to retain the special affordable multifamily subgoal for each of the
calendar years for the period 2000 through 2003, and to increase the fixed minimum level to 0.9
percent of  the dollar volume of combined (single family and multifamily) 1998 mortgage
purchases in calendar year 2000, and 1.0 percent of the dollar volume of combined (single family
and multifamily) 1998 mortgage purchases in each of calendar years 2001, 2002 and 2003.  This
approach is consistent with the approach taken under the current regulations. 

                    
61 Mortgages that are backed by properties that include both special affordable and other units are counted

by multiplying the acquisition unpaid principal balance by the number of units qualifying for the Special
Affordable Housing Goal, divided by the total number of units.

62 These figures are as determined by HUD based on its analysis of GSE loan-level data.  They differ
somewhat from figures reported by the GSEs in their Annual Housing Activities Reports submitted annually to
HUD due to differences in application of counting rules, and for other reasons.
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The proposed subgoal would establish the following new annual thresholds for the
two GSEs:63

2000 2001-2003

Proposed Goal Levels: 0.9 percent 1.0 percent

Fannie Mae: $3.31 billion $3.68 billion

Freddie Mac: $2.46 billion $2.73 billion

The proposed subgoal levels can be compared with Fannie Mae’s 1998 performance of
$3.5 billion, and Freddie Mac’s 1998 multifamily special affordable multifamily acquisition volume
of $2.7 billion. A 1.0 percent dollar-based multifamily subgoal for 2001-2003 would sustain and
likely increase the efforts of both GSEs in the multifamily mortgage market, with particular
emphasis upon the special affordable segment.

g. Alternative Approaches to Setting the Subgoal Level

A possible consequence of the subgoal as proposed, however, is that, to the extent that
the GSEs experience certain fixed transactions costs in each multifamily acquisition, they can
attain the special affordable multifamily subgoal with the smallest possible transactions costs by
purchasing multifamily mortgages with large unpaid principal balances that have a high proportion
of units that qualify for the Special Affordable Housing Goal.  This approach, therefore, could
foster the GSEs’ purchases of loans on large properties with more than 50 units, the market for
which is already relatively liquid, at the expense of loans on smaller properties, a sector which has
not benefited from same degree of exposure to secondary markets, as discussed in Appendix A. 
In order to provide incentives for a greater commitment by the GSEs in the market for mortgages
on small multifamily properties with 5-50 units, the Department is proposing to award “bonus
points” for purchases of such loans, as described below.  

A further consequence of a dollar-based goal is that the number of mortgages the GSEs
would be required to purchase under the subgoal, and the number of units in the associated
properties, would both be expected to decrease over the goals period, due to the effects of
inflation and an expected rise in property values over the period of years during which the subgoal
is in effect. For example, the rise in multifamily property values over 1996-1998 contributed to an
increase in per-unit loan amounts in the GSEs’ multifamily special affordable

purchases of approximately 15 percent, with a commensurate decrease in the number of units
corresponding to the minimum dollar-based purchase volume required under the multifamily

                    
63 HUD has determined that the total dollar volume of the GSEs’ combined (single and multifamily)

mortgage purchases in 1998, measured in unpaid principal balance at acquisition, was as follows:  Fannie Mae
$367,589 million; Freddie Mac $273,231 million.
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special affordable subgoal.

While this proposed rule specifically proposes a dollar-based subgoal, the Department is
considering three alternative approaches to structuring the special affordable multifamily subgoal
– a unit-based subgoal, a subgoal based on a percentage of multifamily acquisitions, and a
mortgage-based subgoal.  These approaches may be structured as outlined in the following
options.  Additional discussion of these subgoal options in relation to GSE past performance is
contained in Appendix C.

(1) Option One -- Subgoal Based on Number of Units.  In this
approach, the multifamily special affordable subgoal would be expressed as a minimum number of
units meeting the Special Affordable Housing Goal.  A multifamily subgoal for 2001-2003
established at the level of the dollar-based subgoal defined above, divided by $22,953, which is
the average of Fannie Mae’s and Freddie Mac’s ratios of unpaid principal balance to the number
of units in multifamily properties counted toward the Special Affordable Housing Goal in 1997 (as
determined by HUD), would generate annual multifamily special affordable subgoals of 160,328
units per year for Fannie Mae and 118,939 units per year for Freddie Mac.  Such a multifamily
subgoal for 2001-2003 would sustain and likely increase the efforts of both GSEs in
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the multifamily mortgage market, with particular emphasis upon the special affordable segment.64

A unit-based subgoal would result in a greater level of affordability among the GSEs’
special affordable purchases than does a dollar-based subgoal.  This conclusion is based on GSE
loan-level data which shows that the more affordable the unit, the smaller is the associated unpaid
principal balance per unit.  Therefore, a subgoal based on number of units provides the GSEs with
an incentive to purchase mortgages on properties with relatively low loan amounts per unit and,
as a result, relatively high affordability, as the least costly method of attaining the subgoal.  This
unit-based approach also avoids the problem associated with the effects of inflation discussed
above in regard to the proposed dollar based subgoal.

However, this approach also has one of the same consequences as the proposed subgoal
based on dollar volume of acquisitions, in that a GSE can attain such a subgoal with the smallest
possible transactions costs by purchasing a few multifamily mortgage loans with large unpaid
principal balances which have a high proportion of units qualifying for the Special Affordable
Housing Goal.  This approach, therefore, may foster the GSEs’ purchase of loans on large
multifamily properties, which are already relatively well served by the mortgage market, at the
expense of loans on smaller properties.

(2)  Option Two – Subgoal As A Percent of GSEs’ Current
Multifamily Mortgage Purchases.  Another possible approach is to establish the special
affordable multifamily subgoal as a minimum percentage of each GSE’s current total dollar
volume of multifamily mortgage purchases.  For example, the subgoal level for 2001-2003 could
be expressed as 58 percent of a GSE’s multifamily dollar volume in 2001, 2002 and 2003,
respectively.65

An advantage of expressing the subgoal in this manner is that it would be flexible,
increasing and decreasing in a manner commensurate with the overall presence of the GSEs in the
current-year multifamily market.  It would not require a fixed quantity of units, or fluctuate based
on the GSEs’ involvement with the single-family market.

An operational disadvantage is that such a subgoal could undermine the GSEs’ incentive
to expand multifamily volume that has existed since 1994.  For example, one of the GSEs, having
met its special affordable multifamily subgoal by the end of the third quarter in a calendar year,
could decide to withdraw from the multifamily market in the fourth quarter in order to avoid the
possibility of not attaining the subgoal at the end of the year due to the uncertainty regarding the
affordability characteristics of multifamily mortgages offered for sale during the remainder of the
year. In order to mitigate any such disincentive effects, HUD could establish an “alternative
                    

64 If this option were selected, appropriate subgoal thresholds for the one-year transition period (2000)
could be developed along the lines of those proposed under the proposed multifamily special affordable subgoal,
above.

65 If this option were selected, appropriate subgoal thresholds for the one-year transition period (2000)
could be developed.
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minimum” subgoal floor based on dollar volume, units, or mortgages.  However, this would open
the possibility that a GSE might choose to simply orient its multifamily business toward the
required alternative minimum amount of multifamily mortgage purchases. 

(3)  Option Three -- Subgoal Based on Number of Mortgages
Acquired.  Because the GSEs incur relatively large fixed costs in purchasing multifamily
mortgage loans, another alternative to the Special Affordable Multifamily Housing Subgoal would
be to establish a subgoal based on the number of mortgages acquired.  In this approach, the
Special Affordable multifamily subgoal would be expressed as a minimum number of each GSEs’
total mortgage purchases.  If all the units in the property securing the mortgage are not eligible for
the Special Affordable Housing Goal, then subgoal performance would be pro-rated based on the
number of qualifying units.  In other words, if one mortgage secured a 100-unit property and 50
of the units qualified for the Special Affordable Housing Goal, then subgoal credit would be
counted as one-half of a mortgage.66

A multifamily subgoal for 2001-2003 established at 0.035 percent of the number of
mortgages acquired by each of the GSEs in 1998 (as determined by HUD) would generate annual
subgoals of 1,129 multifamily special affordable mortgages for Fannie Mae and 854 for Freddie
Mac.67  A 0.035 percent mortgage-based multifamily subgoal for 2001-2003 would sustain and
likely increase the efforts of both GSEs in the multifamily mortgage market, with particular
emphasis upon the special affordable segment.68

As noted previously, the GSEs incur relatively large fixed costs when underwriting and
purchasing multifamily mortgage loans.  As a result, there could be an incentive to purchase large
multifamily mortgage loans to reduce the cost of the transactions per unit.  Under this approach to
the special affordable multifamily subgoal utilizing the number of mortgages acquired as the
benchmark, the GSEs would have additional incentive to choose a large pool of small loans over a
pool consisting of a few large loans.69  This could facilitate liquidity in the market for mortgages
on small multifamily properties where there continues to be unmet credit needs.  Because
multifamily mortgage purchases are an important source of affordable housing and contribute
                    

66 A similar pro-rating technique is specified for the special affordable multifamily subgoal in the 1995
Final Rule.  See footnote 62. 

67 HUD has determined that the number of mortgage loans purchased by the GSEs in 1998 was as follows:

Fannie Mae 3,226,786

Freddie Mac 2,439,194
68 If this option were selected, appropriate subgoal thresholds for the one-year transition period (2000)

could be developed.
69 For example, under this subgoal option, the purchase of a mortgage backed by a 10-unit property with

$300,000 mortgage would receive the same subgoal credit as a 100-unit property with a $2.5 million mortgage
(provided all units were eligible for the Special Affordable Housing Goal).   If all the units in the property securing
the mortgage are not eligible for the Special Affordable Housing Goal, then subgoal performance would be pro-
rated based on the number of qualifying units, as discussed above.
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significantly to meeting the unit based housing goals, the GSEs also would be expected to
continue to purchase mortgages secured by larger properties.

This approach also avoids the problem associated with the effects of inflation, discussed
above, in regard to the proposed dollar-based subgoal.  The magnitude of the goal is independent
of the loan amount per unit.

However, while a mortgage-based approach to the subgoal may address the small
multifamily rental property issue, it may not have the same impact in financing as many units
overall as other approaches. 

(4) Comments Sought.  The Department seeks comment on whether
the special affordable multifamily subgoal proposed that is based on a percentage of total dollar
volume of mortgages purchased, or the possible alternative structures presented that base the
subgoal on (a) the number of units financed, (b) a percent of current multifamily mortgage
purchases, or (c) the number of mortgages acquired, are reasonable and desirable approaches to
closing market gaps in the very low- and low-income rental market.  HUD also solicits comment
on the appropriate level for the subgoal as proposed, or under the various possible structures
presented, and how the possible levels illustrated herein would likely impact multifamily
acquisitions, especially for very low- and low-income multifamily units.  

5. Bonus Points and Subgoals

Although the GSEs have been successful in meeting their housing goals, analyses of their
housing goal performance and market needs indicate that certain credit gaps remain.  For
example, HUD’s analysis reveals that the need for mortgage credit persists in specific markets that
focus on lower-income families including small multifamily rental properties; single family, owner-
occupied rental properties (2-4 units); manufactured housing; multifamily properties in need of
rehabilitation; and properties in tribal areas.  As a regulatory incentive to encourage the GSEs to
increase their mortgage purchase activity in these underserved markets, the Department is
proposing the use of bonus points in certain important segments of the housing market.  HUD
also seeks comments on the utility of applying similar regulatory incentives (bonus points and/or
subgoals) to other underserved segments.

a. Bonus Points

Section 1336(a)(2) of FHEFSSA directs the Department to “establish guidelines to
measure the extent of compliance with the housing goals, which may assign full credit, partial
credit, or no credit toward achievement of the housing goals to different categories of mortgage
purchase activities of the enterprises, based on such criteria as the Department deems
appropriate.”  This provision confers broad authority upon HUD to assign varying levels of credit
to differing types of mortgage purchases.  Under this and other authorities, HUD may offer bonus
points for particular categories of mortgage purchase transactions.
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The Department proposes to introduce a system of bonus points to encourage the GSEs
to increase their activity in underserved markets that serve lower-income families.  The intent of
bonus points is to encourage increased involvement by the GSEs over the 2000-2003 period in
financing mortgages on small multifamily properties and mortgages on 2-4 unit owner-occupied
properties that contain rental units, for which the GSEs’ mortgage purchases have traditionally
played a minor role.

Bonus points would be used in calculating goal performance under each of the affordable
housing goals but would not apply in determining performance under the special affordable
housing multifamily subgoal.  All units counting toward a specific housing goal and, thus,
included in the numerator of the fraction used to calculate goal performance under that particular
housing goal would be eligible for bonus points provided that the units met the specific criteria for
allowable bonus points.  This provision would apply to all units included in the numerator even if
a unit were missing affordability data and the missing affordability data were treated consistent
with the proposal included in the following section II,B,6,b, “Data on Unit Affordability.”

(1) Bonus Point Proposal for Small Multifamily Properties.  HUD proposes to
add § 81.16(c)(10)(1) to provide for the assignment of  double weight in the numerator for each
of the three housing goals for units in small multifamily properties (5 to 50 units) that qualify
under the goals. The GSEs purchase relatively few of these loans.  Over the 1996-98 period, only
eight percent of the units represented in the combined multifamily purchases of Fannie Mae and
Freddie Mac were in properties in the 5-50 unit size range, compared to 37 percent of units which
are in 5-50 unit properties among all mortgaged multifamily properties in 1991 (based on the
Residential Finance Survey).  Loans of this type which are not purchased by the GSEs are often
structured with adjustable-rate mortgages, or with fixed-rate financing involving interest rates that
are as much as 150 basis points above those on standard multifamily loans.  Targeting the GSEs
toward these purchases could make these properties and  the units in them more available and
affordable. 

Awarding bonus points for these units would have increased Fannie Mae’s and Freddie
Mac’s performance on the Low- and Moderate-Income Housing Goal by an average of 0.89 and
0.33 percentage points, respectively, over the 1996-98 period.  Corresponding percentage point
effects for the Special Affordable Housing Goal are 0.55 and 0.21 percentage points, and for the
Geographically Targeted Goal, 0.66 and 0.21 percentage points for Fannie Mae and Freddie Mac,
respectively.  The impacts could be significantly larger in future years if such a bonus point
framework provided a significant incentive for the GSEs to step up their role in financing small
multifamily properties.

(2)  Counting Units in Small Multifamily Properties.  Implementing this provision
would require clear specification of the concept of a multifamily property relative to which the 5-
50 unit limit for bonus points would be applied.  The Department proposes to award bonus points
for small multifamily properties to address the significant needs for their financing, both for
properties that are underwritten and financed individually and for properties that are aggregated
into larger financing packages.  However, the Department further intends that bonus points will



56

not be awarded for properties that are aggregated or disaggregated into 5-50 unit financing
packages solely for the purpose of earning bonus points.  Normally, a property is the land and
improvements associated with one mortgage as defined in HUD’s regulations.  Ambiguity may
arise in connection with GSE financings which are not cash or swap transactions involving
mortgages.  In such cases, or in other cases where a GSE believes that it would be appropriate to
award bonus points in connection with a transaction, the GSEs should seek guidance from the
Department concerning the delineation of properties associated with the financing and the
consequent allowability of bonus points.

(3)  Bonus Points for Small Rental Properties.  HUD further proposes to add §
81.16(c)(10)(ii) to assign double weight in the numerator for each of the three housing goals for
all units in 2- to 4-unit owner-occupied properties that qualify under the goals.  Under this
proposal, such units would receive bonus-point treatment to the extent that the number of such
units financed by mortgage purchases are in excess of 60 percent of the average number of units
qualifying for the respective housing goal during the immediately preceding five years.  These
loans represent a small portion of the GSEs’ overall mortgage purchases although these units
comprise a large percentage of the low-income housing stock.  Use of bonus points in this
category could provide incentives for the GSEs to increase their purchases in underserved areas.

The 60 percent threshold, if it were in effect for 1999 GSE mortgage purchases, would be
set at the following levels: 

Fannie Mae Freddie Mac

(No. of Units) (No. of Units)

Low-and Moderate-Income Housing Goal 26,294 16,971

Geographically Targeted Goal 25,193 14,889

Special Affordable Housing Goal 12,720 8,564

The Department estimates that, if bonus points for small rental properties had been in
effect during 1996-1998, Freddie Mac’s goal percentages would have increased by 0.89
percentage point on the Low- and Moderate-Income Housing Goal, 0.67 percentage point on the
Geographically Targeted Goal, and 0.47 percentage point on the Special Affordable Housing
Goal, based on average purchase volumes over this three-year period.  Fannie Mae’s goal
percentages would have increased by 0.91 percentage point on the Low and Moderate Income
Housing Goal, 0.76 percentage point on the Geographically Targeted Goal, and 0.43 percentage
point on the Special Affordable Housing Goal. 

The purpose of bonus points is to encourage the GSEs to establish a larger and more
consistent presence for the GSEs in targeted segments of the mortgage market.  During the period
that the goals under this proposal are effective, the Department will carefully monitor the effects
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of the bonus points approach in the housing categories in which they are being applied, to
determine whether they are effective in incorporating the financing of properties targeted by the
bonus points into the GSEs’ mainstream activities.  The Department does not plan to award bonus
points to the GSEs after December 31, 2003, unless the Department specifically chooses to
extend their availability in accordance with provisions of the rule. 

b.  Subgoals

 Alternatively, HUD is considering using subgoals to encourage the GSEs to undertake
activities to address the unmet credit needs of groups or areas and/or to support public policy
initiatives that are consistent with the GSEs’ public purposes.  HUD may establish subgoals under
any of the three housing goals although HUD may only enforce subgoals under the Special
Affordable Housing Goal.70  While FHEFSSA prohibits the enforcement of subgoals under the
Low- and Moderate-Income Housing Goal or the Geographically Targeted Goal, the use of
subgoals, whether or not they are enforceable, could encourage the GSEs to address unmet credit
needs by directing the GSEs’ and the public’s attention on particular needs.  For example, the
special affordable housing multifamily subgoal has focused the GSEs’ attention on special
affordable multifamily activities.

 In the 1995 rulemaking, HUD chose not to establish subgoals under either the Low-
and Moderate-Income Housing Goal or the Geographically Targeted Goal, despite a number of
comments urging the use of such tools.  At that time, HUD expressed concern that the
establishment of subgoals might be construed as micromanagement of the GSEs’ business
decisions at that relatively early post-FHEFSSA stage.71  However, since issuance of the 1996 to
1999 housing goals, HUD has conducted extensive analyses of the GSEs’ operations under the
housing goals, as well as the size and components of the primary mortgage market.  Based on this
analysis, HUD can better identify areas of unmet credit needs.  Inasmuch as Congress, in
FHEFSSA, explicitly authorized HUD to create subgoals – although they would be largely
unenforceable – and in light of increased experience under the goals, HUD requests comments on
the extent to which HUD should utilize subgoals.

                    
70 Section 1332(a) of the FHEFSSA grants HUD authority to “establish separate specific subgoals within

the [Low- and Moderate-Income Housing] goal . . . .”  Section 1334(a) contains a similar provision for the
Geographically Targeted Goal.  Section 1333 allows HUD to establish subgoals under the Special Affordable
Housing Goal that are enforceable.

71 See id.
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c.  Areas Under Consideration for Bonus Points and/or Subgoals 

In addition to those areas described above, for which HUD proposes to award bonus
points, HUD has identified several areas of unmet credit needs that could be addressed through
the use of bonus points or subgoals, as appropriate.  These areas are listed below, along with the
possible rationale for taking such approach(es).

Area of Concern Rationale

Manufactured housing Manufactured housing provides some of
the most affordable owner-occupied
housing for families targeted by HUD’s
housing goals.  In fact, three-quarters of
these units qualify for the Low- and
Moderate-Income Housing Goal, and
nearly half qualify for the Special
Affordable Housing Goal and the
Geographically Targeted Goal. 
Encouraging an enhanced GSE role in
this sizable and rapidly growing market
could benefit thousands of lower-income
families.

Single family loans to categories of minorities
which data indicates are underserved

Data indicates that certain categories of
borrowers have lower home ownership
rates than "served" borrowers and they
suffer from higher mortgage denial rates.
 Use of bonus points or a subgoal could
result in greater efforts by the GSEs to
serve these borrowers.

Single family and multifamily rehabilitation loans Single family: More funds are needed for
purchasing (or refinancing) homes in need
of repairs.  Multifamily:  GSEs apply
more stringent underwriting requirements
for properties that are more than ten
years old, reducing the availability of
financing for these properties. 
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Single family and multifamily loans in tribal areas While Fannie Mae has participated in
HUD’s Section 184 program, which
promotes affordable housing
opportunities for Native Americans, none
of the conventional loans made to Native
Americans on trust lands between 1992-
1996 were sold to the GSEs.

Single family and multifamily loans in
Empowerment Zones/ Enterprise Communities
(EZ/EC)

Potential borrowers in these distressed
communities have a greater demand for
products that allow flexible underwriting
including consideration of non-traditional
credit information.

Low-income borrowers and tenants in
underserved portions of non-metropolitan areas

Studies show that certain parts of rural
areas continue to be underserved by the
secondary market. 

Expiring Section 8 contracts. The Mark-to-Market legislation provided
that the GSEs should receive credit for
actions that assist in maintaining the
affordability of assisted units in eligible
multifamily housing projects with expiring
HUD Section 8 assistance contracts.

In addition to the specific rule changes proposed above, the Department invites comment on the
following: 

a) Should HUD use either bonus points or subgoals to target mortgage purchases for one
or more of the areas of concern identified above?

b) Would one or more of these areas benefit more from bonus points or the establishment
of subgoals and why?  If bonus points are suggested, what amount of bonus points
should be assigned, and why?
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c)  Are there other areas not identified where bonus points and/or subgoals should be
considered?

6.  Calculating Performance Under the Housing Goals

In the current regulation, HUD set forth general requirements for counting the GSEs’
performance under the housing goals in § 81.15, special counting requirements in § 81.16
(including specific exclusions from eligibility in § 81.16(b)), additional special requirements
pertaining to counting under the Special Affordable Housing Goal in § 81.14, and rules for
classifying families and units into income ranges in §§ 81.17-81.19.  HUD’s experience since the
1995 issuance of the current regulations indicates that several of these counting rules require
clarification to ensure that they are understood and applied in a consistent manner and that the
GSEs are achieving FHEFSSA’s objectives.   HUD invites comment on these clarifications and
revisions described below.

a. Temporary Adjustment Factor for Freddie Mac

In response to widespread default losses, Freddie Mac ceased purchasing multifamily
mortgages for a period of time in the early 1990s.  However, Freddie Mac significantly expanded
its presence in the multifamily mortgage market in the period since HUD’s Interim Housing Goals
took effect at the beginning of 1993, with purchases totaling $191 million that year.  Freddie
Mac’s purchases reached $6.6 billion in 1998 and $3.4 billion in the first six months of 1999.

Despite this progress, Freddie Mac’s presence in the multifamily market lags far behind
that in single-family.  Multifamily mortgages held in portfolio or guaranteed by Freddie Mac
represented only 3 percent of the outstanding stock of such mortgages as of the end of the third
quarter of 1998, compared with 16 percent of single-family mortgages.  Corresponding figures for
Fannie Mae are 11 percent in multifamily and 21 percent in single-family.72

Because of the importance of multifamily acquisitions to the GSE housing goals, the
limited scope of Freddie Mac’s multifamily acquisition volume has impaired its performance on
HUD’s housing goals.  For example, while multifamily units accounted for only 8 percent of
Freddie Mac’s overall 1997 business, they accounted for 31 percent of units qualifying toward the
Special Affordable Housing Goal, and 19 percent of the units qualifying for the Low- and
Moderate-Income Goal.  Thus, improved performance by Freddie Mac on the housing goals will
require strengthening its efforts in the multifamily mortgage market.

To overcome any lingering effects of Freddie Mac’s decision to leave the multifamily
market in the early 1990s, it is reasonable for the Department to provide an incentive for Freddie

                    
72 Source:  Federal Reserve Bulletin, March 1999, p. A35.  HUD estimates that, in 1997, Freddie Mac

acquired mortgages representing approximately 7 percent of the conventional multifamily market, compared with
17 percent of the conventional, conforming single family market.  Corresponding estimates for Fannie Mae are 21
percent of multifamily and 31 percent of single family.



61

Mac to further expand its scope of multifamily operations.  The Department is proposing a
“Temporary Adjustment Factor” for Freddie Mac’s multifamily mortgage purchases for purposes
of calculating performance on the Low and Moderate Income Housing Goal and the Special
Affordable Housing Goal.  In determining Freddie Mac’s performance for each of these two
goals, each unit in a property with more than 50 units meeting one or both of these two housing
goals would be counted as 1.2 units in calculating the numerator of the respective housing goal
percentage.  The Temporary Adjustment Factor would be limited to properties with more than 50
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units because of separate provisions regarding multifamily properties with 5-50 units, discussed
separately in Section II,B,5,a,(1).

The Temporary Adjustment Factor would terminate December 31, 2003.  The Adjustment
Factor would not be applied to the Geographically Targeted Goal.  The Adjustment Factor would
not apply to Fannie Mae.

The Department estimates that, if the Temporary Adjustment Factor were in effect during
1996-1998, it would have raised Freddie Mac’s performance on the Low and Moderate Income
Housing Goal by 1.52 percentage points and the Special Affordable Housing Goal by 0.86
percentage points.

HUD specifically requests comments on whether the proposed temporary adjustment
factor for Freddie Mac is set at an appropriate level, and if such an adjustment factor should be
phased out prior to 2003 or apply for the entire four year cycle.

b.  Data on Unit Affordability

As indicated in § 81.15(a), each GSE must obtain all required information to determine
whether units financed by the GSE purchased mortgages that qualify for one or more of the goals.
 If any of the information is missing, the GSEs must exclude the mortgage purchase from the
numerator as not qualifying but they must include the mortgage in the denominator as a mortgage
purchase in calculating performance under a housing goal.73  The Senate Report on FHEFSSA
noted the presence of an “information vacuum” with regard to the GSEs’ mortgage purchases,
indicating Congress’ intention that the Department require accurate and comprehensive data
regarding the GSEs’ mortgage purchases for purpose of measuring compliance with the housing
goals.74  Therefore, the Department is committed to maintaining a complete and fully reliable loan
level data base of the GSEs’ mortgage purchases. 

The GSEs have indicated that, for certain single family and multifamily mortgage
purchases, it is difficult, and therefore costly, to obtain the necessary data on incomes and rents
for all units associated with their mortgage purchases, especially for seasoned loan transactions
and some negotiated transactions.  The GSEs have requested the authority to use estimation
techniques to approximate the unit rents in multifamily properties where current rental
information is unavailable and to exclude units from the goal calculations where it is impossible to
obtain full data or estimate values.

While providing the GSEs relief from the requirement to obtain rental data would remove
an incentive to collect such information, the Department recognizes that the lack of such data in
the mortgage market poses potentially insurmountable difficulties for the GSEs for a portion of
                    

73 Purchases of mortgages originated prior to 1993 with missing data may be excluded from the
denominator.

74 See Sen. Rep. at 33.
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their mortgage purchases.  The Department, therefore, proposes the following measures for
treatment of cases where a GSE does not obtain full data.  The Department seeks comments on
these proposals and welcomes suggestions for alternative ways of addressing the issue.

(1)  Multifamily Rental Units.  For purposes of counting rental units toward
achievement of the Low- and Moderate-Income Housing Goal and the Special Affordable
Housing Goal, the current regulation requires that mortgage purchases financing eligible units be
evaluated based on either the income of the tenant, or where this information is unknown, on the
actual or average rent relative to area median income, as of the time the mortgage was acquired.75

 The GSEs generally use rental data in calculating goal achievement.

 For units in multifamily properties (five or more units), the Department proposes to
allow the use by a GSE of estimated rents based on market rental data.  The Department will
review and approve the GSEs’ data sources and methodologies for estimating rents on
multifamily units prior to their use, to assure reliability.  Rental data submitted to the Department
based on an estimation shall be so identified by the GSE.  HUD requests comments on whether it
should establish a percentage ceiling for the GSEs’ use of estimated data for multifamily mortgage
purchases.

 The Department further proposes to exclude units in multifamily properties from the
denominator as well as the numerator in calculating performance under the Low- and Moderate-
Income Housing Goal and the Special Affordable Housing Goal when sufficient information is not
available to determine whether the purchase of a mortgage originated after 1992 counts toward
achievement of the goal, and when the application of estimated rents based on an approved
market rental data source and methodology is not possible.  HUD requests comments on whether
it should establish a percentage ceiling for the exclusion of multifamily units with missing data
from the denominator for goal calculation purposes when estimated rents are not available. 
Because a relatively large portion of multifamily units count toward the Low- and Moderate-
Income Housing Goal and the Special Affordable Housing Goal, an incentive for the GSEs to
provide affordability data would remain in place even if such data were excluded from the
denominator without limitation.

 (2)   Single Family Rental Units.  For purposes of counting rental units in 1-4 unit
single family properties toward achievement of the Low- and Moderate-Income Housing Goal
and the Special Affordable Housing Goal, the Department proposes to exclude the rental units in
1-4 unit properties from the denominator as well as the numerator in calculating performance
under the Low- and Moderate-Income Housing Goal and the Special Affordable Housing Goal
when sufficient information is not available to determine whether the purchase of a mortgage
originated after 1992 counts toward achievement of the Low- and Moderate Income Housing
Goal or the Special Affordable Housing Goal.  HUD requests comments on whether it should
establish a percentage ceiling for the exclusion of single family rental units with missing data from
                    

75 24 C.F.R. 81.15(e).  Rental information may be presented for type-of-unit categories identified by
number of bedrooms and average rent level.
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the denominator for goal calculation purposes when estimated rents are not available.  Because a
relatively large proportion of rental units in 1-4 unit single family properties count toward the
Low- and Moderate-Income Housing Goal and the Special Affordable Housing Goal, an incentive
for the GSEs to provide affordability data would remain in place even if such data were excluded
from the denominator without limitation.

(3) Single Family Owner-Occupied Units.  For purposes of counting single family
owner-occupied units toward achievement of the Low- and Moderate-Income Housing Goal and
the Special Affordable Housing Goal, the current regulation requires that mortgage purchases
financing eligible owner units be evaluated based on the income of the owner relative to area
median income, as of the time the mortgage was originated.76

 The Department proposes to allow a GSE to exclude certain single family owner-
occupied units from the denominator as well as the numerator in calculating performance under
the Low- and Moderate-Income Housing Goal when the GSE lacks sufficient information on
borrower income to determine whether the purchase of a mortgage originated after 1992 counts
toward achievement of the goal, provided the mortgaged property is located in a census tract with
median income less than or equal to area median income according to the most recent census. 
Such exclusion from the denominator and numerator will be permitted up to a  ceiling of one
percent (1%) of the total number of single family, owner-occupied dwelling units eligible to be
counted toward the respective housing goal in the current year.  Mortgage purchases in excess of
the ceiling will be included in the denominator and excluded from the numerator.

HUD’s analysis of GSE loan-level data indicates that the share of single-family owner-
occupied units qualifying for the Low-and Moderate Income Housing Goal and the Special
Affordable Housing Goal is significantly higher in tracts with median income less than or equal to
area median income (“low-mod tracts”) than in other tracts, and is in fact higher than the GSEs’
overall goals performance across all property types.  Consequently, excluding such units from the
numerator and denominator in cases where income data are missing is unlikely to result in
measured goals performance exceeding actual goals performance.

                    
76 24 C.F.R. 81.15(d).
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c. Seasoned Mortgage Loan Purchases “Recycling” Requirement

Under section 1333(b)(1)(B) of FHEFSSA, special rules apply for counting purchases of
portfolios of seasoned mortgages under the Special Affordable Housing Goal.  Specifically, the
statute requires that purchases of  seasoned mortgage portfolios receive full credit toward the
achievement of the Special Affordable Housing Goal if “(i) the seller is engaged in a specific
program to use the proceeds of such sales to originate additional loans that meet such goal; and
(ii) such purchases or refinancings support additional lending for housing that otherwise qualifies
under such goal to be considered for purposes of such goal.”77  HUD refers to this provision as
the “recycling requirement.” 

Section 81.14(e)(4)(i) of HUD’s regulations clarify the meaning of the phrase “engaged in
a specific program to use the proceeds of such sales to originate additional loans that meet” the
Special Affordable Housing Goal by providing that:

[A] seller must currently operate on its own or actively participate in an ongoing
program that will result in originating additional loans that meet the goal. 
Actively participating in such a program includes actively participating with a
qualified housing group that operates a program resulting in the origination of
loans that meet the requirements of the goal.  

Section 81.14(e)(4)(ii) provides that the GSEs must verify and monitor that the seller is engaging
in a specific program to use the proceeds of such sales to originate additional loans that meet the
Special Affordable Housing Goal.

Based on a review of the GSEs’ performance under the Special Affordable Housing Goal,
the Department believes further guidance is needed with regard to the recycling requirements
described above to ensure that mortgage purchases granted full credit under this provision satisfy
the purposes of FHEFSSA and, at the same time, to ensure that the rules are applied so as to
avoid any unnecessary regulatory burden.  The Department, therefore,  proposes to amend its
regulations to further explain the requirements for the GSEs to receive full credit under these
provisions and to establish new, simpler rules when it is evident based on the characteristics of a
mortgage seller, including the seller’s legal responsibilities, that the recycling requirements are
met.  The new rules would provide that for a mortgage purchase to meet the recycling
requirements:  

• The seller must currently operate on its own or actively participate in an on-going,
discernible, active, and verifiable program directly targeted at the origination of new
mortgage loans that qualify under the Special Affordable Housing Goal.

                    
77 12 U.S.C. 4563(b)(1)(B).
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• The seller’s activities must evidence a current intention or plan to reinvest the
proceeds of the sale into mortgages qualifying under the Special Affordable Housing
Goal, with a current commitment of resources on the part of the seller to this
purpose.

• The seller’s actions must evidence willingness to buy qualifying loans when these
loans become available in the market as part of active, on-going, sustainable efforts to
ensure that additional loans that meet the goal are originated.  Actively participating
in such a program includes purchasing qualifying loans from a correspondent
originator, including a lender or qualified housing group, that operates an on-going
program resulting in the origination of loans that meet the requirements of the goal,
has a history of delivering, and currently delivers, qualifying loans to the seller. 

Under this proposed rule, as under the current requirements, the GSEs must ordinarily
verify and monitor that sellers meet the foregoing requirements and develop any necessary
mechanisms to ensure compliance with these requirements.  However, HUD does not believe that
the efforts of the GSEs are well spent on monitoring compliance when, because of the nature and
responsibilities of particular sellers, it is clear that the seller meets the recycling requirements.  For
this reason, the rule proposes that an institution that is (1) regularly in the business of mortgage
lending; (2) a BIF-insured or SAIF-insured depository institution; and (3) subject to, and has
received at least a satisfactory performance evaluation rating for at least the two most recent
consecutive examinations under, the Community Reinvestment Act,78 (which requires affordable
lending), would meet the recycling requirements.  The nature of such an institution’s business and
regulatory responsibilities require it to engage in a program that satisfies the recycling provisions.
 This rule, therefore, proposes that HUD and the GSEs may presume that such institutions,
classified by the appropriate “Type of Seller Institution” data element, meet the recycling
requirements.

Moreover, in the interest of further reducing unnecessary regulatory burden, HUD
believes that there are certain additional classes of institutions or organizations that should be
recognized as meeting the recycling requirements.  For example, classes of institutions whose
primary businesses are financing affordable housing mortgages, including possibly State Housing
Finance Agencies or Special Affordable Housing Loan Consortia.  For such classes of institutions
or organizations, HUD is proposing that the GSEs may presume that they meet the recycling
requirements.  Classes of institutions or organizations must be approved by the Department and
be appropriately identified in the GSEs’ data submissions.  Commenters are invited to provide
their views on how to identify and define such classes of organizations or institutions. 

In addition to specific changes proposed, commenters are invited to share their views as to
whether any additional exemptions or changes to this provision should be established under the
recycling provisions that would further its purpose.  Comments are also specifically invited on (1)

                    
78 12 U.S.C. 2901 et. seq.
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what, if any, provisions should be included in the proposed rule to address the various affiliate
structures of depository institutions; and (2) the treatment under the recycling provisions of
structured transactions where the mortgage loans included in the transaction were originated by a
depository institution or mortgage banker engaged in mortgage lending on special affordable
housing but acquired, packaged and re-sold by a third party, e.g., an investment banking firm, that
is not in the business of affordable housing lending. 

An additional matter concerns the appropriate interpretation of  § 81.16(c)(6) for counting
seasoned mortgages.  During the last four years, both GSEs have asserted that HUD’s regulations
permit the exclusion of purchases of seasoned mortgages from the denominator as well as from
the numerator when the recycling requirements have not been met or when the status of loans
with respect to this provision is unknown.

The GSEs believe that the regulation should be interpreted to mean that purchases of
seasoned loans should not count in the denominator in calculating Special Affordable Housing
Goal performance if the recycling requirements of section 1333(b)(1)(B) are not satisfied.  The
GSEs maintain that this provision defines whether such loans are “mortgage purchases” and thus,
whether they are to be included in the denominator.  As a result of this interpretation, Fannie Mae
chooses not to undertake the verification and monitoring required to track compliance with the
recycling provision and excludes the purchases from the denominator based on its lack of
information.  Freddie Mac chooses a similar treatment for those seasoned loans it does not count
toward its Special Affordable Housing Goal performance.

In calculating its 1996 and 1997 performance under the Special Affordable Housing Goal,
Fannie Mae excluded all seasoned loan purchases from both the numerator and the denominator
for purposes of reporting its goals performance to HUD.  The effect of this action was to reduce
the denominator by 212,290 units in 1996 and 197,074 units in 1997, with the result that Fannie
Mae considered its goal figures to be two percentage points higher than HUD’s determination in
1996 and 2.15 percentage points higher in 1997.  Freddie Mac counted most of its  seasoned loan
purchases towards the Special Affordable Housing Goal and, thus, there was only a marginal
impact on its  goal performance.

The Department has consistently maintained that the GSEs are required to count all
mortgage purchases in the denominator.  HUD’s rules only permit the GSEs to exclude
mortgages from the denominator under explicit circumstances.  See §§ 81.15(a) and 81.16(b).  As
we have stated, the legislative history of FHEFSSA emphasizes the importance of accurate and
comprehensive data.79  On the other hand, experience indicates that incentives for the GSEs to
gather accurate and comprehensive data may encourage the GSEs, in some instances, to avoid
certain purchases altogether in order to keep such purchases out of their denominator,
notwithstanding that such purchases may meet the other goals.  Accordingly, while HUD has in
the past disagreed with the GSEs’ interpretation of its current rules, the Department is now
proposing to consider the possibility of limited exceptions to the general rule where it would be
                    

79 See Sen. Rep. at 33.
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beneficial for the GSEs to purchase certain mortgages that simply will not meet recycling
requirements, without having their goals performance effectively reduced by including the
purchases in the denominator.  An example would be a GSE’s purchase of low- or moderate-
income loans from a mortgage seller that enters and then leaves the affordable lending business. 
Such an entity may not meet the recycling requirements as a statutory matter because the seller
would no longer be “engaged in a specific program to use the proceeds of such sales to originate
additional loans that meet the goal.”80  However, a GSE’s willingness to purchase such mortgages
may cause other originators to embark on affordable lending secure that the GSE will provide a
secondary market for these loans.

To encourage affordable lending, this rule proposes to permit the Department in certain
cases or classes of cases to allow the GSEs to exclude mortgages from the numerator and the
denominator under the Special Affordable Housing Goal when the Department determines that
such treatment serves to encourage the GSEs’ mortgage purchases to further the purposes of the
goal.  To implement this change, HUD proposes to revise the language in Section 81.16(c)(6) so
that the Department may permit the exclusion of cases or classes of cases of purchases of
seasoned mortgage loans from the numerator and the denominator in a GSE’s calculations of
performance under the Special Affordable Housing Goal when the Department determines such
purchases further the purposes of the goal.  The rule proposes that the GSE may request such
treatment in writing and that the Department will respond to such request following the
Department’s determination.  Commenters are specifically asked for their views regarding
whether the Department should adopt this exclusion and, if so, what, if any, limits should be
placed on it.  To implement this change, HUD proposes to revise the language in § 81.16(c)(6) so
that the Department may permit the exclusion of cases or classes of cases of purchases of
seasoned loans from the numerator and the denominator in a GSE’s calculations of performance
under the Special Affordable Housing Goal when the Department determines such purchases
further the purposes of the goal.  The rule proposes that the GSE may request such treatment in
writing and the Department will respond to such request following the Department’s
determination.  Commenters are specifically asked for their views regarding whether the
Department should adopt this exclusion and, if so, what, if any, limits should be placed on it.

d) Counting Federally Insured Mortgages Including HECMs, Mortgages on
Housing in Tribal Areas and Mortgages Guaranteed by the Rural Housing
Service Under the Housing Goals.

Under HUD’s current rules, non-conventional mortgages – mortgages that are
guaranteed, insured or otherwise obligations of the United States – do not generally count under
the three housing goals. §81.16(b)(3).  Certain of these mortgages – including under the Home
Equity Conversion Mortgage (HECM) Program, 12 U.S.C. 1715z-20, and the Farmers Home
Administration’s (now the Rural Housing Service’s [RHS’s]) Housing Loan Program – do,
however, count under the Special Affordable Housing Goal.  FHEFSSA specifically provides that

                    
80 12 U.S.C. 4563(b)(1)(B).
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mortgages that cannot be readily securitized through GNMA or another Federal agency and
where a GSE’s participation substantially enhances the affordability by statute receive full credit
under the Special Affordable Housing Goal.  On this basis, these two categories of mortgages
count under that goal if they are for very low-income families or low-income families in low-
income areas.

HECMs provide an important source of funds for senior citizens, especially those
with lower incomes, who have paid off most or all of the mortgages on their homes and who wish
to draw on the equity in their home to pay unanticipated expenses or to maintain a higher standard
of living than they could support from their current income alone.  Under HUD’s HECM program
they can do this without selling or risking the loss of their home.  Fannie Mae has played a major
role in the secondary market for HECMs, purchasing 5800 such loans in 1997 and 6700 such
loans in 1998.  Freddie Mac has not been involved in this program to date; inclusion of these loans
for possible credit under all three of the housing goals will provide an incentive for them to play a
role in the HECM market.

  RHS loans are especially important to cash-strapped families in rural areas, since loan-to-
value ratios can be as high as 100 percent.  And the RHS’s new Section 502 Direct Loan program
is targeted to low-income and especially low-income families.  Both GSEs have been involved in
this market, with Fannie Mae purchasing 1600 such loans in 1997 and 2100 such loans in 1998,
and Freddie Mac sharply stepping up its presence from 1400 such loans in 1997 to 3300 such
loans in 1998.  The GSEs also assist the RHS in outreach through the development of
promotional and advertising materials.

One other area the Department is considering counting for goal credit are loans made to
Native Americans under FHA’s Section 248 program and HUD’s Section 184 program.  The
paucity of home mortgage lending on American Indian reservations and trust lands has been well
documented.  Secretary Cuomo, in his remarks accompanying President Clinton to the Pine Ridge
Indian Reservation in South Dakota, recently commented that “The descendants of the first
Americans shouldn’t be locked out of the American Dream of homeownership.”  Allowing goal
credit for FHA’s Section 248 loans and HUD’s Section 184 loans on reservations and trust lands
will provide some support for these programs, though much greater efforts will be needed to
make this dream of homeownership a reality.

Nonetheless, based upon its review of data on the GSEs mortgage purchases, HUD has
concluded that HECMs, RHS mortgages and loans made to Native Americans under FHA’s
Section 248 program and HUD’s Section 184 program comprise very small shares of the GSEs’
business.  At the same time, the properties secured by these mortgages present substantial and
growing financing needs.  Accordingly, while HUD maintains that non-conventional mortgages
should be excluded under the goals where financing needs are already met by government
programs, the Department also believes that non-conventional loans may count where financing
needs are not well served.  In such cases the goals will serve to direct the GSEs toward these
needs.  Accordingly, HUD proposes to amend its rules at 81.16(b)(3) to except mortgages under
the HECM program, mortgages guaranteed by RHS, and loans made under FHA’s Section 248
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program and HUD’s Section 184 program on properties in tribal lands from the general exclusion
under the rules for non-conventional loans.  In addition, the rule allows the Department to count
mortgage purchases under other non-conventional mortgage program(s) to count under the goals
where the Department determines, in writing, that the financing needs addressed by such program
are not well served and that mortgage purchases under such program should count.  The
proposed rule provides that where non-conventional mortgage purchases will now count toward
the goal, they no longer will be excluded from the denominator of the GSEs’ mortgage purchases
as are other non-conventional loans.

e. Counting Title I Loans

During the transition period, from 1993 to 1995, HUD explicitly provided that home
improvement and manufactured home loans for which lenders are insured under HUD’s Title I
program received half credit toward all three housing goals for which they qualified.81  Following
the transition period, HUD’s 1995 final rule provided that, in accordance with section
1333(b)(1)(A) FHEFSSA, GSE purchases of non-conventional mortgages do not count toward
the housing goals.82  The exception to the rule is that Federally-related mortgages may receive full
credit toward the Special Affordable Housing Goal if the mortgages would otherwise qualify for
the goal, the Government National Mortgage Association (Ginnie Mae) cannot readily securitize
them, and participation by the GSE substantially enhances their affordability.83 

In a pilot program initiated between July 1996 and July 1997, Ginnie Mae was not
successful in securitizing Title I loans.  Moreover, while HUD has not analyzed whether GSE
participation in these loans enhances their affordability, the pricing efficiencies that result from the
securitization of mortgages suggest that an affordability analysis would be favorable.

Under the circumstances, HUD is proposing to amend § 81.14 to explicitly allow the
GSEs to receive half credit for Title I loans under the Special Affordable Housing Goal.  Units
financed with Title I loans would be included at 100 percent (each unit counts as such) in the
Special Affordable Housing Goal denominator, and included at 50 percent (each unit counts as
such) in the Special Affordable Housing Goal numerator when they otherwise qualify for that
goal.  However, units financed with Title I loans would be excluded from the numerator and
denominator in both the Low-and Moderate-Income Housing Goal and the Geographically
Targeted Goal.84

f. Defining  the Denominator

                    
81 Fannie Mae continued to count half credit for Title 1 purchases during 1996 through 1998.
82 Section 81.16(b)(3).
83 Section 81.14(e)(2).
84 12 U.S.C. 4563(b)(1)(A)(ii).
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Section 81.15(a) of the 1995 final rule defines the denominator as “…the number of
dwelling units that could count toward achievement of the goal under appropriate circumstances.”
 HUD proposes to clarify this provision further by adding language to § 81.15 that specifically
provides that the denominator shall not include GSE transactions or activities that are not
mortgages or that are mortgage purchases or transactions which are specifically excluded as
ineligible under § 81.16(b) of the regulations.

g. Balloon Mortgages

Single family mortgage refinances that result from the conversion of balloon notes to fully
amortizing notes shall not count as mortgage purchases where the GSE already owns or has an
interest in the balloon note at the time the conversion occurs and the GSE owns or has an interest
in the fully amortizing note.  Such conversions shall not be treated as a refinancing and shall not
be counted in the numerator or denominator in calculating goal performance.  Refinancings of
balloon mortgages not owned by the GSE will be included in the denominator and numerator as
appropriate.  To implement this change  to the special counting requirements, HUD proposes to
revise the definition of “Refinancing” in § 81.2 to specifically exclude the conversion of balloon
mortgages on single family properties and to add this provision to the special counting
requirements in § 81.16.

h. Expiring Assistance Contracts

Section 517(c) of the Multifamily Assisted Housing Reform and Affordability Act
of 199785 (the 1997 Act) provides that actions taken to assist in maintaining the affordability of
assisted units in eligible multifamily housing projects with expiring Section 8 contracts “shall
constitute part of the contribution of each [GSE] in meeting its affordable housing goals . . ., as
determined by the Secretary.”  The Department is proposing to add a provision to § 81.16 that
provides partial or full credit for such actions.  “Actions” under the 1997 Act relevant to the
GSEs would include the restructuring or refinancing of mortgages, and credit enhancements or
risk-sharing arrangements to modified or refinanced mortgages.  Comments are invited on how
and to what extent the GSEs should receive credit for such actions.

i. Especially low income

In accordance with section 1333 of FHEFSSA, § 81.14(d)(1)(i) currently provides that
dwelling units in a multifamily property will count toward the Special Affordable Housing Goal if
20 percent of the units are affordable to families whose incomes do not exceed 50 percent of the
area median income.  Sections 81.17 through 81.19 provide that the income requirements are to
be adjusted based on family size, and provide such adjustments for moderate-income families
(income not in excess of 100 percent of area median income), low-income families (income not in
excess of 80 percent of area median income), and very low-income families (income not in excess
of 60 percent of area median income); but there is no similar adjustment table provided for
                    

85 Title V of HUD’s 1998 Appropriations Act, Pub. L. 105-65, approved October 27, 1997.
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families whose incomes do not exceed 50 percent of area median income.  While such adjustments
could be extrapolated from the adjustment tables provided in §§ 81.17 through 81.19, in order to
assist the public, this rule proposes to amend these sections to provide additional adjustment
tables for such families.  In the interests of consistency, this rule also proposes to designate such
families as “especially low-income families” for purposes of the Department’s GSE regulations. 
Section 81.14 of the proposed rule is amended to make such a designation.

j.  Provision for HUD to Review New Activities to Determine Appropriate
Counting Under the Housing Goals

While the GSEs participate in transactions and activities that support community and
housing development in general, FHEFSSA is clear that only “mortgage purchases” count toward
performance on the housing goals.86  HUD’s regulations provide that HUD will determine
whether a transaction or activity is a “mortgage purchase” and will therefore count toward one or
more of the goals for which it qualifies.  Section 81.16 of the current regulations provides that in
determining whether a GSE will receive full credit toward one or more of the goals for a
transaction or activity, the Department will consider whether the transaction or activity “is
substantially equivalent to a mortgage purchase and either creates a new market or adds liquidity
to an existing market.”

As provided in § 81.16(b), HUD has determined that certain transactions do not meet
those criteria and therefore will not count toward a GSE’s performance toward the housing goals
(e.g., equity investments in housing development projects; commitments, options, or rights of first
refusal to acquire mortgages; state and local government housing bonds; and non-conventional
mortgages, except under certain circumstances); such purchases are not included in the numerator
or the denominator.  HUD has also provided guidelines in the regulations for the treatment of
other types of transactions, such as credit enhancements, real estate mortgage investment conduits
(REMICs), risk-sharing arrangements, participations, cooperative housing and condominiums,
seasoned mortgages, refinanced mortgages, and mortgage revenue bonds.

In meeting the goal levels proposed here the GSEs will need to continue to develop
products and approaches to close the gap between their performance and that of the primary
mortgage market.  In doing so, however, HUD and the GSEs must be mindful of FHEFSSA’s
requirements.  Since only mortgage purchases count under the goals, this rule proposes new
requirements to ensure timely guidance to the GSEs regarding new approaches or new types of
transactions.  Under the proposed revisions, in order to eliminate confusion about whether a given
transaction will receive credit under the housing goals, the GSEs may provide information about
specific transactions to the Department for evaluation and a determination of whether the
transaction will receive full, partial, or no credit.  The Department may also continue to
independently request information of the GSEs about certain types of mortgage transactions.  The
Department will review the transactions to ensure that the counting of such transactions under the
housing goals is consistent with FHEFSSA and advise the GSEs of the Department’s
                    

86 See SEN. REP. at 38.
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determination with regard to credit for purposes of counting such transactions under the housing
goals.  This proposed rule amends § 81.16 to further clarify this point. 

k. Credit Enhancements

The GSEs utilize a large variety of credit enhancements, for both single family and
multifamily mortgage purchases, to reduce the credit risk to which they might otherwise be
exposed.  For example, the GSEs generally require the use of mortgage insurance on single-family
loans with loan-to-value ratios exceeding 80 percent.  While more common in the multifamily
mortgage market, seller-provided credit enhancements may also be required for GSE purchases of
single family mortgage loans when mortgage insurance is not carried on individual mortgage
loans.  Other types of credit enhancements include:

• Credit enhancements in structured transactions where a GSE may acquire a pool of
loans, mortgage-backed securities (MBS), or real estate mortgage investment conduits
(REMICs), and then create separate senior and subordinated securities, structured so
that the subordinated securities absorb credit losses.  The senior securities are
guaranteed by the GSE; the subordinated securities are not.

• Spread accounts, in which a GSE may create a special class of unguaranteed securities
where pass-through payments will cease in the event of default of the underlying
mortgage collateral. Proceeds from the sale of such securities provide a degree of
protection against credit losses.  Such transactions differ from structured transactions
in that no senior securities are explicitly created.  Freddie Mac’s 1998 “MODERNs”
transactions are an example.87

• Acquisition of senior tranches of REMIC securities.  In these transactions, the GSEs
acquire senior tranches of REMICs which are enhanced by the presence of subordinate
tranches.  These senior tranches typically receive an investment-grade rating from one
of the major rating agencies.  A difference between this type of transaction and the
structured transactions described above is that when the GSEs purchase a senior
tranche, the collateral is already credit-enhanced prior to purchase.

• Agency pool insurance.  A GSE reduces its exposure if insurance is provided by a
mortgage seller on a pool of single family mortgage loans which may also individually
carry mortgage insurance. 

In its recent report titled “HUD’s Implementation of Its Mission Oversight Needs to Be
Strengthened,” dated July 28, 1998, GAO reviewed the effectiveness of HUD’s regulation of the

                    
87 “MODERN” is an acronym for Mortgage Default Recourse Notes.  See “Freddie Mac Trying Hand at

One of Fastest Growing Practices in Mortgage Business:  Captive Reinsurance,”  Inside Mortgage Finance, June
26, 1998, pp. 3; “New Details on Freddie Mac’s Novel MODERNS Transactions Emerge:  27% Coverage on All
Defaults,”  Inside MBS & ABS, June 19, 1998
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GSEs.  As part of that report, GAO commented on the Department’s treatment of credit
enhancements under the current rule.  GAO noted that by allocating full credit toward the housing
goals on multifamily mortgages with seller provided credit enhancements, through which the seller
of mortgages retains some of the credit risk on mortgages, HUD may be providing a “regulatory
incentive” for the GSEs to utilize such enhancements.88  These credit enhancements typically take
the form of recourse to the seller or loss-sharing agreements between the seller and the GSE
purchasing the mortgage. 

The GAO commented further that HUD’s treatment of mortgage purchases involving
credit enhancements under the housing goals appears inconsistent with HUD’s treatment of
mortgages acquired by the GSEs under a risk-sharing program with FHA.  Under § 81.16(c)(3) of
the regulation, the GSEs receive housing goal credit for mortgage purchases under a risk-sharing
arrangement only where the GSEs bear at least 50 percent of the credit risk.  GAO noted that no
similar requirement pertains to mortgages for which sellers provide credit enhancements, even,
hypothetically, where a seller would bear 100 percent of the credit risk.

                    
88 HUD’s Implementation of Its Mission Oversight Needs to Be Strengthened, page 29 (GAO/GGD-98-

173, July 28, 1998).
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HUD responded that GSE credit enhancement transactions provide liquidity.  Moreover,
seller provided credit enhancements differ from the FHA risk-sharing program in that seller
provided credit enhancements include an element of counterparty risk; in the sense that, in the
event of default, some sellers lack the financial resources to fulfill their commitment to repurchase
a loan or otherwise share in default losses.

In considering the treatment of credit enhancements, HUD invites comments on the
following questions:

1)  Given the wide range of institutional arrangements pertaining to credit enhancements
and the interrelationships between credit enhancements and other considerations such
as loan-to-value ratio and guarantee fee, how might the credit risk to which the GSEs
are exposed be measured under various types of credit enhancement scenarios?

2)  Assuming credit risk can be adequately measured, should HUD give partial credit
under the housing goals when credit enhancements result in a substantial portion of the
credit risk of the transaction being borne by the seller or a third party?  For example, if
the GSE bears less than 50 percent of the credit risk of a transaction should the GSE
receive no credit toward housing goal performance?  If the GSEs assume between 50
percent and 75 percent of the credit risk of a transaction, should the GSE receive 50
percent credit for housing goal purposes?

3)  What would be the advantages and disadvantages of linking the amount of goals credit
on a GSE mortgage purchase to the degree of associated credit risk?  What are the
possible effects on low- and moderate-income families and on underserved areas of the
GSEs’ use of various credit enhancements and how might they be affected if goals
credit were linked to the degree of associated credit risk?  Would there be potential
effects on liquidity or other mortgage market factors?

4)  Assuming credit risk can be adequately measured, should HUD establish a minimum
percentage in the range of 0 to 100 percent for the amount of credit risk borne by the
GSEs on their mortgage purchases in order for such purchases to count toward the
housing goals?

5)  If HUD establishes a minimum threshold for credit risk, should it be the same for
multifamily and single family purchases, or should it be different for each?  At what
level should the threshold(s) be established?  Should HUD establish the same threshold
for all types of credit enhancements, or should this differ between types of credit
enhancements?  At what level should the threshold(s) be established?

6)  Should HUD measure counterparty risk on seller-provided credit enhancements?  If
so, how?

7)  Should HUD evaluate GSE performance in relation to the use of credit enhancements
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by calculating and comparing the risk-adjusted rate of return under the use of various
credit enhancement alternatives?

l. High Cost Mortgage Loans

There is ample evidence that high cost mortgage lending and abusive lending practices
increase defaults, have destabilizing effects on neighborhoods, and adversely affect
homeownership.  High cost mortgage loans characterized by high interest rates and front-end fees
are often coupled with requirements for balloon payments, negative amortization, prepayment
penalties, and lump sum credit life insurance.  Loans with these features sometimes are
characterized as “predatory”; while they may prove profitable to some originators, they quickly
erode home equity for unwary borrowers.  Evidence suggests that high cost loans are often the
product of “reverse redlining;” these loans tend to target low-income communities and elderly,
minority, and immigrant borrowers who have traditionally been denied access to mainstream
sources of credit.

In 1994, Congress addressed many abuses in the primary market with the Home
Ownership and Equity Protection Act (HOEPA), which provides special disclosures and
protections for borrowers of certain high cost refinance mortgages. 15 U.S.C. 1639.  To be
subject to HOEPA’s requirements, mortgage loans covered under the law must have:  (1) an
annual percentage rate at least 10 points higher than the yield on Treasury securities with
comparable maturity to the transaction; or (2) total points and fees payable by the consumer in
excess of the greater of either $451 (an amount established annually under the law by the Federal
Reserve) or eight percent of the amount loaned.  15 U.S.C. 1602(aa).  Purchasers of these loans,
including the GSEs, assume certain legal responsibilities under the Truth in Lending Act
(“assignee liability”).

Given the concerns about the adverse effects of high cost loans and abusive lending
practices on neighborhoods and homeownership, the Department invites comments on whether
this rule should disallow goals credit for high cost mortgage loans.  The Department also seeks
comments on the following:  (1) If goals credit is restricted for such loans should the HOEPA
definition be used, or should an alternative definition be established for purposes of this rule? (2)
What are the potential benefits, if any, associated with the GSEs’ presence in various higher cost
mortgage markets including mortgages with annual percentage rates between those of the prime
market and the market for high cost mortgage loans (for example, standardization of underwriting
guidelines and reductions in interest rates)? (3) What are the potential dangers, if any associated
with the GSEs’ presence in various higher cost mortgage markets?

The presence of the GSEs in the higher cost mortgage markets would seem to warrant
increased monitoring and additional reporting by the GSEs to HUD.  The Department seeks
comments on what additional data would be useful and whether certain of these elements should
be included in the public use data base.  Possible data elements that could be collected for
Department monitoring purposes include loan level data on the annual percentage rate, debt-to-
income ratio, points and fees, and prepayment penalties.
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C. Subpart F – Access to Information

This subpart discusses proposed modifications to the Department’s Final Order of October
1, 1996,89 “Proprietary Data Submitted by the Federal National Mortgage Association (Fannie
Mae) and the Federal Home Loan Mortgage Corporation (Freddie Mac)” (the Final Order),
under sections 1323 and 1326 of FHEFSSA.  In the Final Order, HUD determined that certain
mortgage data that HUD requires the GSEs to submit is proprietary and not to be included in the
public use data base.  Upon reviewing the previous order published as Appendix F of the 1995
Final Rule,90 the Final Order finalized existing and identified additional GSE loan-level data
elements for single family and multifamily mortgages that HUD determined were proprietary and,
therefore, withheld from the public.  The Final Order also identified certain data elements that
HUD would recode, adjust, or categorize in ranges to protect against the release of proprietary
information, as necessary.  After careful review of the previous proprietary orders, the
Department is proposing a number of changes to the classification of certain GSE single family
and multifamily mortgage data elements.  The list of  data elements that HUD proposes to make
available to the public is described in the following sections.  Appendix E of this proposed rule
also contains full matrices, similar to those found in proprietary orders, that incorporate the
changes proposed in this rule.  Release of these data elements to public access is consistent with
Congress’s intent that “every effort should be made to provide public disclosure of the
information required to be collected and/or reported to the regulator, consistent with the
exemption for proprietary data.”91 

1. Background on Public Use Data Base and Public Information

Section 1323 of FHEFSSA requires that HUD make available to the public, data relating
to the GSEs’ mortgage purchases.  In the legislative history of FHEFSSA, Congress indicated its
intent that the GSE public use data base supplement the HMDA data.92  The purpose of the data
base is to assist mortgage lenders, planners, researchers, and housing industry groups, as well as
HUD and other government agencies, in studying the flow of mortgage credit and capital into the
nation’s communities.  At the same time, Section 1326 protects from public access and disclosure,
proprietary data and information that the GSEs submit to the Department and requires HUD to
protect such data or information by Order or regulation.

To comply with FHEFSSA, HUD established a public use data base to collect and make
available to the public, loan-level data on the GSEs' single family and multifamily mortgage
purchases.  In Appendix F to the December 1, 1995 final rule, the Department specified the
structure of the GSE public use data base and identified the data to be withheld from public use. 

                    
89 Notice of the Order was published in the Federal Register on October 17, 1996 (61 FR 54322). 
90 60 FR 62001.
91 Senate Report 102-282, 102d Cong., 2d Sess. 40 (1992).
     92  See, e.g., S. Rep. at 39.
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The single family data was to be disclosed in three separate files – a Census Tract File (with
geographic identifiers down to the census tract level), a National File A (with mortgage-level data
on owner-occupied 1-unit properties), and a National File B (with unit-level data on all single-
family properties).  The national files do not have geographic indicators.  The multifamily data
was to be disclosed in two separate files – a Census Tract File and a National File consisting of
two parts -- one part containing mortgage loan level data and the other containing unit level data
for all multifamily properties.  For each file, the appendix identified data elements that were
considered proprietary and those that were not proprietary and available to the public, and
specified further that certain proprietary elements would be recoded or categorized into ranges to
protect the proprietary information and to permit the release of non-proprietary information to the
public. This multi-file structure was designed at that time to allow the greatest dissemination of
loan-level data, without revealing information that would allow competitors to determine the
GSEs' marketing and pricing strategies at the local level.

On October 17, 1996, the Final Order describing each data element submitted by the
GSEs and the proprietary nature of each element was published in the Federal Register.  The Final
Order also recoded, adjusted, or categorized in ranges certain proprietary loan-level data elements
to protect the proprietary nature of the GSE information.  HUD released the recoded data
elements and the data elements that were identified as non-proprietary information to the public. 

In the fall of 1996, the Department released the first GSE public-use data base that
contained non-proprietary information on every mortgage purchased by the GSEs from 1993 to
1995.  Subsequently, HUD made the 1996 and 1997 databases available to the public.

2. Changes Proposed in This Rule

After consideration of the current structure of the public use data base, the Department is
proposing several changes to its classifications of the GSEs’ mortgage data.  These changes are
either technical in nature or would make available to the public the same data from the GSEs that
is made available by primary lenders under HMDA.  These changes, therefore, would not appear
to release proprietary information and would, at the same time, affirm Congress’s intent that the
HMDA data base and the GSE data base complement each other.

a.  GSE Single Family Mortgage Data

(1) The Department proposes to change the MSA Code (Field #4) from YES (proprietary) to
YES but Recode and to make the recoded data publicly available in National File A and National
File B.  The Department proposes to recode this data as:

1 = Metropolitan

2 = Non-Metropolitan

9 = Missing
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This change will make possible analyses at the national level by researchers beyond HUD of a
variety of issues relating to metropolitan and non-metropolitan mortgage lending and GSE
activities and will facilitate comparison between the GSE and HMDA data bases.  Individual
MSAs will not be identified.

(2) The Department proposes to code the Borrower’s Annual Income (Field #15) to
“99999999” when missing.  This change will permit the coding of larger borrower incomes.

(3) The Department proposes to change the Purpose of Loan (Field #22) from YES
(proprietary) to NO (non-proprietary) and to make such data publicly available in the Census
Tract File and National File A.  The Department also proposes to add the following values:

4 = Rehabilitation

9 = Not Applicable/Not Available

These changes will make possible separate analyses by researchers beyond HUD of home
purchase, refinance, second, and rehabilitation mortgages and will facilitate comparisons between
the GSE and HMDA data bases.

(4) The Department proposes to change the Federal Guarantee (Field #27) from YES
(proprietary) to NO (non-proprietary) and to make such data publicly available in the Census
Tract File.  These changes will make possible analyses by researchers beyond HUD of
conventional and Federally guaranteed mortgages at the local level and will facilitate comparisons
between the GSE and HMDA data bases.

(5) The Department proposes to change the Borrower Race/National Origin (Field #41) from
YES (proprietary) to NO (non-proprietary) and to make such data publicly available in National
File A and National File B.  The Department also proposes not to combine Field #41 and Field
#42 in National File A and National File B and to delete subgroup #7 indicating that Borrower
and Co-Borrower are in different race/national origin categories.  The Department also proposes
to distinguish in the public use data base causes of missing data coded by the GSEs as “7”
(information not provided in mail or telephone application), “8” (not applicable), and “9” (not
available).  These changes will make possible more precise analyses at the national level by
researchers beyond HUD relating to household minority status and will facilitate comparisons
between the GSE and HMDA data bases.

(6) The Department proposes to change Co-Borrower Race/National Origin (Field #42) from
YES (proprietary) to NO (non-proprietary)and to make such data publicly available in National
File A and National File B, as discussed above in paragraph (5) with respect to Field #42.

(7) The Department proposes to change the Occupancy Code (Field #47) from YES
(proprietary) to (a) “NO” (non-proprietary) and make the data publicly available in National File
A; and (b) “YES but Recode” and to make the recoded data publicly available in the Census Tract
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File.  The Department proposes to recode this data as :

1 = Owner-Occupied Property (1-4 units)

2 = Investment Property (1-4 units)

9 = Not Available

This change will make possible separate analyses by researchers beyond HUD for owner-occupied
properties and rental properties and will facilitate comparisons between the GSE and HMDA data
bases.

b. GSE Multi-Family Mortgage Data

(1) The Department proposes to make Date of Mortgage Note (Field #19) available in the
National File, subject to recoding as follows:

1 = Originated Same Calendar Year as Acquired

2 = Originated Prior to Calendar Year of Acquisition

9 = Missing

The change will permit analysis of multifamily loans originated in prior years by researchers
beyond HUD and will facilitate comparisons between the GSE and HMDA data bases.

(2) The Department proposes to change the Purpose of Loan (Field #21) to revise the
definition of value “9” as follows:

9 = Not Applicable/Not Available

This is a clarifying change.

(3) The Department proposes to change Type of Seller Institution (Field #33) from YES
(proprietary) to NO (non-proprietary) in the National File.  This change, in connection with others
being proposed, will facilitate comparisons between the GSE and HMDA data bases and will also
facilitate analyses by researchers beyond HUD of affordability, property, size, and other key
characteristics by type of seller at the national level.

3. Comments Sought

HUD’s specification of the data elements to be included in the public use data base
involves complex issues and requires sensitivity to both Congress’s concern that there be
complete and accurate data on the GSEs’ activities and that there be protection of legitimately
proprietary information submitted by the GSEs to the Department.  In addition to public
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comments on these issues along with specific examples of data where disclosure furthers the
public interest, comments are requested on the specific changes proposed above.  HUD is
considering two other changes to the multifamily mortgage data base and invites comments on the
nature of these changes – (a) making available information on the term of the mortgage at
origination recoded to group the data into buckets (e.g., less than seven years, seven years to less
than ten years, ten years to less than 20 years, and more than 20 years); and (b) making available
information on the type of acquisition (e.g., cash, swap, credit enhancement, bond/debt
purchased, missing and other).  Both of these changes would enhance the type of multifamily
analyses that could be conducted using the public use data base.  Comment is also sought about
whether certain data elements that are classified as proprietary when submitted to the Department
might no longer be so classified after several years, because they would be unlikely to provide
proprietary information about the GSEs’ current business activities.

Finally, the Department requests comments on what additional loan level information
regarding the GSEs’ mortgage purchases –on either a census tract or national level – would be
useful to release to expand the public’s understanding of the role the GSEs play in the mortgage
market.  The Department must protect the GSEs’ proprietary interests with regard to the loan
level data.  However, when initially establishing the loan level data base, HUD took a
conservative approach in making determinations about the proprietary nature of the loan level
data elements.  With the benefit of several years of experience with the public use data base, HUD
believes it is appropriate to review the initial determinations with regard to the proprietary nature
of individual loan level elements and welcomes public comment on what additional data should be
made available, why it is needed and how the GSEs might be impacted through the release of this
information.  Possible examples of data that might be of interest to the public is the availability of
data on loan-to-value ratios, special loan program characteristics, and how individual loans are
scored for housing goal purposes at the census tract level.
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III.  SPECIFIC AREAS FOR PUBLIC COMMENT

Comment is invited on all aspects of the proposed regulation.  In addition, the Department
requests comments on several specific issues.  These questions are discussed in context in Section
II of the preamble and are repeated below for the convenience of commenters:

This proposed rule solicits comments on specific changes to definitions applicable to the
housing goal levels, establishment of new housing goals, new requirements for counting mortgage
purchases under the goals, and an expansion of loan level data available to the public on the
GSEs’ mortgage loan purchases.

A. Definitions.  Comments are requested to the proposed definitional changes of the
terms “Median Income,” “Metropolitan Areas,” “Refinancing” and “Underserved Areas” in §
81.2.

B. Housing Goal Levels.  Comments are requested on the proposed level of the
housing goals described below and on whether the level of the proposed housing goals is
appropriate given the statutory factors HUD must consider in setting the goals, and in light of the
market estimates of the GSEs’ shares of the affordable housing market. 

1.  Low- and Moderate-Income Housing Goal.  The rule proposes to amend §
81.2 to change the level of the annual housing goal for mortgage purchases
qualifying under the Low- and Moderate-Income Housing Goal to be 48
percent of eligible units financed in calendar year 2000, and 50 percent of
eligible units financed in each of calendar years 2001, 2002 and 2003.

2.  Central Cities, Rural Areas, and Other Underserved Areas Housing Goal
(Geographically Targeted Goal).  The rule proposes to amend § 81.13 to
change the level of the annual housing goal for mortgage purchases qualifying
under the Geographically Targeted Goal to be 29 percent of eligible units
financed in calendar year 2000, and 31 percent of eligible units financed in each
of calendar years 2001, 2002 and 2003.

3.  Special Affordable Housing Goal.  The rule proposes to amend § 81.14 to
change the level of the annual housing goal for mortgage purchases qualifying
under the Special Affordable Housing Goal to be 18 percent of eligible units
financed in calendar year 2000, and 20 percent of eligible units financed in each
of calendar years 2001, 2002 and 2003.

4.  Special Affordable Housing Multifamily Subgoal.  For the calendar years
2000 through 2003, the rule proposes to amend § 81.14 to change the level of
the annual housing subgoal for mortgage purchases qualifying under the
Special Affordable Housing Multifamily Subgoal to be 0.9 percent of the dollar
volume of combined (single family and multifamily) 1998 mortgage purchases
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in calendar year 2000, and 1.0 percent of the dollar volume of combined (single
family and multifamily) 1998 mortgage purchases in each of calendar years
2001, 2002 and 2003.

C.  Possible Changes to Underserved Areas in Geographically Targeted Goal.  The
Department is considering several possible changes to what is considered an
underserved area for purposes of counting mortgage purchases under the
Geographically Targeted Goal. 

1.  Metropolitan Area.  HUD seeks comment on the proposed options for
revising the definition of underserved metropolitan areas in an effort to more
accurately target underserved areas with higher mortgage denial rates. 
Specifically, HUD is considering two possible changes to the definition.  The
first option being considered is to change the current tract income ratio to an
“enhanced” tract income ratio and to require that for tracts to qualify they must
(1) calculate the tract income ratio based on the ratio of tract median income to
the greater of the national metropolitan median income or the MSA median
income; and (2) have a tract income ratio at or below 80 percent.  The second
option being considered is to increase the requirement for a tract’s minority
population from the current 30 percent to 50 percent.  The Department is also
requesting comments on the extent to which these definitional changes are
likely to increase the availability of credit to areas with high denial rates.

2.  Tribal Lands.  The Department seeks comment on the amended definition of
underserved areas in § 81.2 that includes low-income and/or high minority
American Indian Reservations and trust lands in the definition of underserved
areas for both metropolitan and non-metropolitan areas.

3.  Rural Areas.  HUD also seeks public comment on alternative methodologies
and sources of rural market data that HUD might use to define underserved
non-metropolitan/rural areas.  Specifically, HUD seeks comment on whether
the Department should follow a tract-based approach in defining underserved
rural areas, which would be consistent with the tract-based definition used in
metropolitan areas.  As technology and computer mapping capabilities have
evolved since 1995, it may be appropriate to revisit the issue of whether entire
counties or census tracts within the counties should be used to define rural
underserved areas.

D. Possible Changes to the Structure of the Special Affordable Housing
Multifamily Subgoal.  The Department seeks comment on whether the special affordable
multifamily subgoal proposed that is based on a percentage of total dollar volume of mortgages
purchased, or the possible alternative structures presented that base the subgoal on (a) the number
of units financed, (b) a percent of current multifamily mortgage purchases, or (c) the number of
mortgages acquired, are reasonable and desirable approaches to closing market gaps in the very
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low- and low-income rental market.  HUD also solicits comment on the appropriate level for the
subgoal as proposed, or under the various possible structures presented, and how the possible
levels illustrated herein would likely impact multifamily acquisitions, especially for very low- and
low-income multifamily units.

E. Bonus Points and Subgoals.  Specifically, the Department invites comments on
(a) whether, for the four year period ending December 31, 2003, § 81.16(c)(10) should be added
to allow small multifamily properties (5-50 units) and all the units in owner-occupied 2-4 unit
properties to receive double weight in the numerator for each of the three housing goals that
otherwise qualify for the housing goals; and (b) how to count small multifamily properties for
purposes of receiving bonus points that may be aggregated into larger financing packages.  The
Department also seeks comments on the utility of applying similar regulatory incentives (bonus
points and/or subgoals) to other underserved segments of the market.  In addition, HUD requests
comments on the following questions that relate to bonus points and subgoals in general:

1. Whether HUD should use either bonus points or subgoals to target mortgage
purchases for one or more of the areas of concern identified earlier?

2. Whether one or more of these areas would benefit more from bonus points or
establishment of subgoals and why?  If bonus points are suggested, the amount of 
bonus points which should be assigned and why?

3. Whether there are other areas not identified where bonus points and/or subgoals
should be considered?

F.  Calculating Performance Under the Housing Goals.  The Department invites
comments on clarifications and revisions to certain requirements for calculating performance
under the housing goals.

 1. Temporary Adjustment Factor for Freddie Mac.  HUD requests comments on
the proposal to provide Freddie Mac with an incentive to further expand the scope of
its multifamily operations by providing them with a Temporary Adjustment Factor. 
The proposed rule calculates Freddie Mac’s performance under the Low- and
Moderate-Income Housing Goal and the Special Affordable Housing Goal by counting
each unit in a multifamily property with more than 50 units meeting the definition of
one or both housing goals as 1.2 units (the Temporary Adjustment Factor) in the
numerator in determining the respective housing goal percentage.  HUD specifically
requests comments on whether the proposed temporary adjustment factor
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for Freddie Mac is set at an appropriate level, and if such an adjustment factor should
be phased out prior to 2003 or apply for the entire four year goal cycle.

2.  Data on Unit Affordability.  The Department seeks comments on the proposed
revisions to § 81.15(d) and (e)(6) that identify the treatment for purposes of counting
under the housing goals of those cases where a GSE does not obtain rental data on
units, and welcomes suggestions for alternative ways of addressing the issue.

a) Multifamily Rental Units.  For units in multifamily properties, the
Department proposes to allow the use by a GSE of estimated rents based on
market rental data.  The Department will review and approve the GSEs’ data
sources and methodologies for estimating rents on multifamily units prior to
their use, to assure reliability.  Estimated rental data submitted to the
Department shall be so identified by the GSE.  HUD requests comments on
whether it should establish a percentage ceiling for the GSEs’ use of estimated
data for multifamily mortgage purchases.  The Department further proposes to
allow a GSE to exclude units in multifamily properties from the denominator as
well as the numerator in calculating performance under the Low- and
Moderate-Income Housing Goal and the Special Affordable Housing Goal
when the GSE lacks sufficient information to determine whether the purchase
of a mortgage originated after 1992 counts toward achievement of the goal,
and when the application of estimated rents based on an approved market
rental data source and methodology is not possible.

b) Single Family Rental Units.  For purposes of counting rental units in 1-4 unit
single family properties toward achievement of the Low- and Moderate-
Income Housing Goal and the Special Affordable Housing Goal, the
Department proposes to allow a GSE to exclude the rental units in 1-4 unit
single family properties from the denominator as well as the numerator in
calculating performance under the Low- and Moderate-Income Housing Goal
and the Special Affordable Housing Goal when the GSE lacks rent sufficient
information to determine whether the purchase of a mortgage originated after
1992 counts toward achievement of the Low- and Moderate Income Housing
Goal or the Special Affordable Housing Goal. 

(c) Single Family Owner-Occupied Units. Comments are requested on the
Department’s proposal to allow a GSE to exclude certain single family owner-
occupied units from the denominator as well as the numerator in calculating
performance under the Low- and Moderate-Income Housing Goal when the
GSE lacks sufficient information on borrower income to determine whether the
purchase of a mortgage originated after 1992 counts toward achievement of
the goal, provided the mortgaged property is located in a census tract with
median income less than or equal to area median income according to the most
recent census.  Such exclusion from the denominator and numerator will be
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permitted up to a  ceiling of one percent (1%) of the total number of single
family, owner-occupied dwelling units eligible to be counted toward the
respective housing goal in the current year.  Mortgage purchases in excess of
the ceiling will be included in the denominator and excluded from the
numerator. 

3.  Seasoned Mortgage Loan Purchases.  Comments are requested on specific changes
that are proposed in § 81.14 that address how purchases of seasoned mortgage
portfolios receive full credit under the Special Affordable Housing Goal.  Changes to §
81.16 are proposed to clarify the treatment of seasoned mortgages in calculating goal
performance.  The suggested changes specifically provide direction and guidance to
the GSEs for the purpose of determining whether a seller of special affordable
seasoned mortgage portfolios is adequately engaged in a specific program to reinvest
the proceeds of the loan sale into additional special affordable lending. In addition,
commenters are invited to provide their views on how to identify and define those
classes of organizations or institutions who are primarily engaged in financing
affordable housing mortgages, including possibly State Housing Finance Agencies or
Special Affordable Housing Loan Consortia, or other types of businesses that further
the purpose of the Special Affordable Housing Goal.  In addition to specific proposed
changes to the regulation, commenters are invited to share their views as to whether
any additional exemptions or changes should be established under the recycling
provisions that further its purpose.  Comments are also specifically invited on (1)
what, if any, provisions should be included in the proposed rule to address the various
affiliate structures of depository institutions; and (2) the treatment under the recycling
provisions of structured transactions where the mortgage loans acquired were
originated by a depository institution or mortgage banker engaged in mortgage lending
on special affordable housing but acquired and sold by a third party, e.g., an
investment banking firm that is not in the business of affordable housing lending. 

4.  Certain Federally Insured or Guaranteed Mortgages.  Comments are requested on
the proposed change to § 81.16(b)(3) to except mortgages under the HECM program,
mortgages guaranteed by RHS and loans made under FHA’s Section 248 program and
HUD’s Section 184 program on properties in tribal lands from the general exclusion
under the rules for non-conventional mortgage loans, and to allow the Department to
count non-conventional mortgage purchases under the goals where the Department
determines, in writing, that the financing needs addressed by such program are not
well served and that mortgage purchases under such program should count.  In
addition, the proposed rule provides that where non-conventional mortgage purchases
will now count toward the housing goals, they no longer will be excluded from the
denominator of the GSEs’ mortgage purchases as are other non-conventional
mortgage loans.

5. Other Counting Changes.  Comments are welcome on the following specific changes
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to counting requirements contained in the proposed rule:  (a) allowing half-credit for
purchases of HUD Title I loans under the Special Affordable Housing Goal (§ 81.14);
(b) amending the calculation of “Denominator” to clarify that the denominator does
not include GSE transactions or activities that are not mortgages or that are
specifically excluded mortgage purchase transactions (§ 81.16); (c) excluding certain
single family balloon mortgages from treatment as a refinancing at the time of
conversion to a fully amortizing note (§§ 81.2 and 81.16); (d) providing partial or full
credit for actions that assist in maintaining the affordability of multifamily properties
with expiring assistance contracts including how and to what extent the GSEs should
receive credit for such actions; and (e) adding the designation of “especially low-
income” in relationship to the Special Affordable Housing Goal (§§ 81.14, 18.17,
81.18, and 81.19).  In addition, while no specific change has been proposed, comments
are requested on whether the final rule should disallow goals credit for high cost
mortgage loans.  The Department also seeks comments on the following:  (a) If goals
credit is restricted for such loans, should the HOEPA definition be used, or should an
alternative definition be established for purposes of this rule?  (b) What are the
potential benefits, if any,  associated with the GSEs’ presence in the various higher
cost mortgage markets including mortgages with annual percentage rates between
those of the prime market and the market for high cost mortgage loans (for example,
standardization of underwriting guidelines and reductions in interest rates)?  (3) What
are the potential dangers, if any, associated with the GSEs’ presence in various higher
cost mortgage markets?  Finally, the Department requests comments on what
additional reporting data would be useful for the purposes of monitoring the GSEs’
activities in this area and on whether certain of these data elements should be included
in the public use data base.  Possible data elements that could be collected for
Department monitoring purposes include loan level data on the annual percentage rate,
debt-to-income ratio, points and fees, and prepayment penalties.
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6. Provision for HUD to Review New Activities to Determine Appropriate
Counting Under the Housing Goals.  The Department is requesting comments on
the proposal to add a provision (§81.16(d)) for HUD to review activities of the GSEs
to ensure that the counting of transactions towards the housing goals is consistent with
FHEFSSA and advise the GSEs of the Department’s determination with regard to
credit for purposes of counting such transactions under the housing goals.

7. Credit Enhancements.  In relation to credit enhancements, HUD invites comments
on the following questions:

a) Given the wide range of institutional arrangements pertaining to credit
enhancements and the inter-relationships between credit enhancements and
other considerations such as loan-to-value ratio and guarantee fee, how should
the credit risk to which the GSEs are exposed be measured under various types
of credit enhancement scenarios?

b) Assuming credit risk can be adequately measured, should HUD give partial
credit under the housing goals when credit enhancements result in a substantial
portion of the credit risk of the transaction being borne by the seller or a third
party?  For example, if the GSE bears less than 50 percent of the credit risk of
a transaction should the GSE receive no credit toward housing goal
performance?  If the GSE assumes between 50 percent and 75 percent of the
credit risk of a transaction, should the GSE receive 50 percent credit for
housing goal purposes?

c) What would be the advantages and disadvantages of linking the amount of
goals credit on a GSE mortgage purchase to the degree of associated credit
risk?  What are the possible effects on low- and moderate-income families and
on underserved areas of the GSEs’ use of various credit enhancements and
how might they be affected if goals credit were linked to the degree of
associated credit risk?  Would there be potential effects on liquidity or other
mortgage market factors?

d) Assuming credit risk can be adequately measured, should HUD establish a
minimum percentage in the range of 0 to 100 percent for the amount of credit
risk borne by the GSEs on their mortgage purchases in order for such
purchases to count toward the housing goals?

e) If HUD establishes a minimum threshold for credit risk, should it be the same
for multifamily and single family purchases, or should it be different for each? 
Should HUD establish the same threshold for all types of credit enhancements,
or should this differ between types of credit enhancements?  At what level
should the threshold(s) be established?
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f) Should HUD measure counterparty risk on seller-provided credit
enhancements?  If so, how?

g) Should HUD evaluate GSE performance in relation to the use of credit
enhancements by calculating and comparing the risk-adjusted rate of return
under the use of various credit enhancement alternatives?

G. Access to Information. HUD’s specification of the data elements to be
included in the public use data base involves complex issues and requires sensitivity to both
Congress’s concern that there be complete and accurate data on the GSEs’ activities and that
there be protection of legitimately proprietary information submitted by the GSEs to the
Department.  In addition to public comments on these issues along with specific examples of data
where disclosure furthers the public interest, comments are requested on the specific changes
proposed to the rule.  HUD is considering two other changes to the multifamily mortgage data
base and invites comments on the feasibility of these changes – (a) making available information
on the term of the mortgage at origination recoded to group the data into buckets; and (b) making
available information on the type of acquisition.  Both of these changes would enhance the type of
multifamily analyses that could be conducted using the public use data base.  Comment is also
sought about whether certain data elements that are classified as proprietary when submitted to
the Department might no longer be so classified after several years, because they would be
unlikely to provide proprietary information about the GSEs’ current business activities.  Finally,
the Department requests comments on what additional loan level information regarding the GSEs’
mortgage purchases – on either a census tract or national level – would be useful to release to
expand the public’s understanding of the role the GSEs play in the mortgage markets.

IV. FINDINGS AND CERTIFICATIONS

Executive Order 12866.  The Office of Management and Budget (OMB) reviewed this
proposed rule under Executive Order 12866, Regulatory Planning and Review, which the
President issued on September 30, 1993.  This rule was determined economically significant under
E.O. 12866.  Any changes made to this proposed rule subsequent to its submission to OMB are
identified in the docket file, which is available for public inspection between 7:30 a.m. and 5:30
p.m. weekdays in the Office of the Rules Docket Clerk, Office of General Counsel, Room 10276,
Department of Housing and Urban Development, 451 Seventh Street, S.W., Washington, DC. 
The initial Economic Analysis prepared for this rule is also available for public inspection in the
Office of the Rules Docket Clerk.

Congressional Review of Major Final Rules.  This rule is a “major rule” as defined in
Chapter 8 of 5 U.S.C.  The rule will be submitted for Congressional review in accordance with
this chapter at the final rule stage. 

Paperwork Reduction Act.  HUD’s collection of information on the GSEs’ activities has



90

been reviewed and authorized by the Office of Management and Budget (OMB) under the
Paperwork Reduction Act of 1995 (44 U.S.C. 3501-3520), as implemented by OMB in
regulations at 5 CFR part 1320.  The OMB control number is 2502-0514. 

Environmental Impact.  In accordance with 24 CFR 50.19(c)(1) of HUD’s regulations,
this proposed rule would not direct, provide for assistance or loan and mortgage insurance for, or
otherwise govern or regulate real property acquisition, disposition, lease, rehabilitation, alteration,
demolition, or new construction; nor would it establish, revise, or provide for standards for
construction or construction materials, manufactured housing, or occupancy. Therefore, this
proposed rule is categorically excluded from the requirements of the National Environmental
Policy Act.

Regulatory Flexibility Act. The Secretary, in accordance with the Regulatory Flexibility
Act (5 U.S.C. 605(b)), has reviewed this rule before publication and by approving it certifies that
this rule would not have a significant economic impact on a substantial number of small entities. 
This proposed regulation is applicable only to the GSEs, which are not small entities for purposes
of the Regulatory Flexibility Act, and, thus, does not have a significant economic impact on a
substantial number of small entities. 

Executive Order 13132, Federalism.  Executive Order 13132 (“federalism”) prohibits,
to the extent practicable and permitted by law, an agency from promulgating a regulation that has
federalism implications and either imposes substantial direct compliance costs on State and local
governments and is not required by statute, or preempts State law, unless the relevant
requirements of section 6 of the Executive Order are met.  This final rule does not have federalism
implications and does not impose substantial direct compliance costs on State and local
governments or preempt State law within the meaning of the Executive Order.

Unfunded Mandates Reform Act.  Title II of the Unfunded Mandates Reform Act of
199593 (UMRA) establishes requirements for Federal agencies to assess the effects of their
regulatory actions on State, local, and tribal governments, and the private sector.  This proposed
rule would not impose any Federal mandates on any State, local, or tribal governments, or on the
private sector, within the meaning of the UMRA.

V. TEXT OF PROPOSED REGULATORY CHANGES

List of Subjects in 24 CFR Part 81

Accounting, Federal Reserve System, Mortgages, Reporting and recordkeeping
requirements, Securities.

                    
93 Pub. L. 104-4, approved March 22, 1995.
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Accordingly, 24 CFR part 81 is proposed to be amended as follows:

PART 81—THE SECRETARY OF HUD’S REGULATION OF THE FEDERAL
NATIONAL MORTGAGE ASSOCIATION (FANNIE MAE) AND THE FEDERAL

HOME LOAN MORTGAGE CORPORATION (FREDDIE MAC)

1. The authority citation for 24 CFR part 81 continues to read as follows:

Authority:  12 U.S.C. 1451 et seq., 1716-1723h, and 4501-4641; 42 U.S.C. 3535(d) and
3601-3619.

2. Section 81.2, is amended by revising the definitions of “Median Income”
“Metropolitan Area”, and “Underserved Area,” and by adding a new paragraph (7) to the
definition of “Refinancing,” to read as follows:

§ 81.2  Definitions.

* * * *

Median Income means, with respect to an area, the unadjusted median family income for
the area and most recently determined and published by HUD.  HUD will provide the GSEs, on
an annual basis, with information specifying how HUD’s published median family income
estimates for metropolitan areas are to be applied for the purposes of determining median family
income in such areas.

Metropolitan Area means a metropolitan statistical area (“MSA”), or primary metropolitan
statistical area (“PMSA”), or a portion of such an area for which median family income estimates
are published annually by HUD.

* * * * *

Refinancing means: * * *

* * * * *

(7) A conversion of a balloon mortgage note on a single family property to a fully
amortizing mortgage note provided the GSE already owns or has an interest in the balloon note at
the time of the conversion.

* * * * *
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Underserved Area means:

(1)  For purposes of the definitions of “Central City” and “Other Underserved Area”, a
census tract, a Federal or State American Indian reservation or tribal or individual trust land, or
the balance of a census tract excluding the area within any Federal or State American Indian
reservation or tribal or individual trust land, having:

(i)  A median income at or below 120 percent of the median income of the metropolitan
area and a minority population of 30 percent or greater; or

(ii)  A median income at or below 90 percent of median income of the metropolitan area.

(2)  For purposes of the definition of “Rural Area”:

(i)  In areas other than New England, a whole county, a Federal or State American Indian
reservation or tribal or individual trust land, or the balance of a county excluding the area within
any Federal or State American Indian reservation or tribal or individual trust land, having:

(A)  A median income at or below 120 percent of the greater of the State non-
metropolitan median income or the nationwide non-metropolitan median income and a minority
population of 30 percent or greater; or

(B)  A median income at or below 95 percent of the greater of the State non-metropolitan
median income or nationwide non-metropolitan median income. 

(ii)  In New England, a whole county having the characteristics in paragraph (2)(i)(A) or
(2)(i)(B) of this definition; a Federal or State American Indian reservation or tribal or individual
trust land, having the characteristics in paragraph (2)(i)(A) or (2)(i)(B) of this definition; or the
balance of a county, excluding any portion that is within any Federal or State American Indian
reservation or tribal or individual trust land, or metropolitan area where the remainder has the
characteristics in paragraph (2)(i)(A) or (2)(i)(B) of this definition.

(3) Any Federal or State American Indian reservation or tribal or individual trust land
that includes land that is both within and outside of a metropolitan area and that is designated as
an underserved area by HUD.  In such cases, HUD will notify the GSEs as to applicability of
other definitions and counting conventions.

* * * * *
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3. Section 81.12 is amended as follows: 

a.  Paragraph (b) is amended by revising the last sentence; and

b.  Paragraph (c) is revised, to read as follows:

§ 81.12  Low- and Moderate-Income Housing Goal.

* * * * *

(b)  Factors.  *     *     *A statement documenting HUD’s considerations and findings with
respect to these factors, entitled “Departmental Considerations to Establish the Low- and
Moderate-Income Housing Goal,” was published in the FEDERAL REGISTER on [insert date of
publication of final rule]. 

(c)  Goals.  The annual goals for each GSE’s purchases of mortgages on housing for low-
and moderate-income families are:

(1)  For calendar year 2000, 48 percent of the total number of dwelling units financed by
that GSE’s mortgage purchases unless otherwise adjusted by HUD in accordance with
FHEFSSA;

(2)  For each of the calendar years 2001-2003, 50 percent of the total number of dwelling
units financed by that GSE’s mortgage purchases in each of those years unless otherwise adjusted
by HUD in accordance with FHEFSSA; and

(3)  For calendar year 2004 and thereafter HUD shall establish annual goals.  Pending
establishment of goals for calendar year 2004 and thereafter, the annual goal for each of those
calendar years shall be 50 percent of the total number of dwelling units financed by that GSE’s
mortgage purchases in each of those calendar years.

4.  Section 81.13 is amended as follows:

a. Paragraph (b) is amended by revising the last sentence; and

b. Paragraph (c) is revised, to read as follows: 

§ 81.13  Central Cities, Rural Areas, and Other Underserved Areas Housing Goal.

* * * * *

(b)  Factors.  *     *     * A statement documenting HUD's considerations and findings with
respect to these factors, entitled “Departmental Considerations to Establish the Central Cities,
Rural Areas, and Other Underserved Areas Housing Goal,” was published in the FEDERAL
REGISTER on [insert date of publication of final rule].
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(c)  Goals.  The annual goals for each GSE’s purchases of mortgages on housing located
in central cities, rural areas, and other underserved areas are:

(1)  For calendar year 2000, 29 percent of the total number of dwelling units financed by
that GSE’s mortgage purchases unless otherwise adjusted by HUD in accordance with
FHEFSSA;

(2)  For each of the calendar years 2001-2003, 31 percent of the total number of dwelling
units financed by that GSE’s mortgage purchases in each of those years unless otherwise adjusted
by HUD in accordance with FHEFSSA; and

(3)  For calendar year 2004 and thereafter HUD shall establish annual goals.  Pending
establishment of goals for calendar year 2004 and thereafter, the annual goal for each of those
calendar years shall be 31 percent of the total number of dwelling units financed by that GSE’s
mortgage purchases in each of those calendar years.

* * * * *

5. Section 81.14 is amended as follows:

a. Paragraph (b) is amended by revising the last sentence;

b. Paragraph (c) is revised;

c. Paragraph (d) is amended by revising paragraph (d)(1)(i);

d.  Paragraph (e) is amended by revising paragraphs (e)(2), (e)(3), and (e)(4);

e.  Paragraph (f) is redesignated as paragraph (g) and the last sentence of the newly
redesignated paragraph (g) is revised; and

f.  A new paragraph (f) is added; to read as follows:

§ 81.14  Special Affordable Housing Goal.

* * * * *

(b)  *     *     *  A statement documenting the HUD's considerations and findings with
respect to these factors, entitled “Departmental Considerations to Establish the Special Affordable
Housing Goal,” was published in the FEDERAL REGISTER on [insert date of publication of
final rule].

(c)  Goals.  The annual goals for each GSE’s purchases of mortgages on rental and owner-
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occupied housing meeting the then existing, unaddressed needs of and affordable to low-income
families in low-income areas and very low-income families are:

(1)  For calendar year 2000, 18 percent of the total number of dwelling units financed by
that GSE’s mortgage purchases unless otherwise adjusted by HUD in accordance with
FHEFSSA.  The goal shall include mortgage purchases financing dwelling units in multifamily
housing totaling not less than 0.9 percent of the dollar volume of combined (single family and
multifamily) mortgages purchased by the respective GSE in 1998 unless otherwise adjusted by
HUD in accordance with FHEFSSA;

(2)  For each of the calendar years 2001, 2002, and 2003, 20 percent of the total number
of dwelling units financed by that GSE’s mortgage purchases in each of those years unless
otherwise adjusted by HUD in accordance with FHEFSSA.  The goal for each calendar year shall
include mortgage purchases financing dwelling units in multifamily housing totaling not less than
1.0 percent of the dollar volume of combined (single family and multifamily) mortgages purchased
by the respective GSE in 1998 unless otherwise adjusted by HUD in accordance with FHEFSSA;
and

(3)  For calendar year 2004 and thereafter HUD shall establish annual goals.  Pending
establishment of goals for calendar year 2004 and thereafter, the annual goal for each of those
calendar years shall be 20 percent of the total number of dwelling units financed by that GSE’s
mortgage purchases in each of those calendar years.  The goal for each such calendar year shall
include mortgage purchases financing dwelling units in multifamily housing totaling not less than
1.0 percent of the dollar volume of combined (single family and multifamily) mortgages purchased
by the respective GSE in 1998.

(d)  *     *     *

(1)  *     *     *

(i)  20 percent of the dwelling units in the particular multifamily property are affordable to
especially low-income families; or

* * * * *

(e)  *     *     *

* * * * *

(2)  Mortgages under HUD’s Home Equity Conversion Mortgage (“HECM”) Insurance
Program, 12 U.S.C. 1715 z-20; mortgages guaranteed by the Rural Housing Services’ Guaranteed
Rural Housing Loan Program, 7 U.S.C. 1933; and mortgages on properties on tribal lands insured
under FHA’s Section 248 program, 12 U.S.C. 1715 z-13, or HUD’s Section 184 program, 12
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U.S.C. 1515 z-13a; meet the requirements of 12 U.S.C. 4563(b)(1)(A)(i) and (ii).

(3)  HUD will give full credit toward achievement of the Special Affordable Housing Goal
for the activities in 12 U.S.C. 4563(b)(1)(A), provided the GSE submits documentation to HUD
that supports eligibility under 12 U.S.C. 4563(b)(1(A) for HUD’s approval.

(4)(i)  For purposes of determining whether a seller meets the requirement in 12
U.S.C. 4563(b)(1)(B), a seller must currently operate on its own or actively participate in an
on-going, discernible, active, and verifiable program directly targeted at the origination of
new mortgage loans that qualify under the Special Affordable Housing Goal.

(ii)  A seller’s activities must evidence a current intention or plan to reinvest the
proceeds of the sale into mortgages qualifying under the Special Affordable Housing Goal,
with a current commitment of resources on the part of the seller to this purpose.

(iii)  A seller’s actions must evidence willingness to buy qualifying loans when these
loans become available in the market as part of active, on-going, sustainable efforts to ensure
that additional loans that meet the goal are originated.

(iv)  Actively participating in such a program includes purchasing qualifying loans
from a correspondent originator, including a lender or qualified housing group, that operates
an on-going program resulting in the origination of loans that meet the requirements of the
goal, has a history of delivering, and currently delivers, qualifying loans to the seller. 

(v)  The GSE must verify and monitor that the seller meets the requirements in
paragraphs (e)(4)(i) through (e)(4)(iv) of this section and develop any necessary mechanisms
to ensure compliance with the requirements, except as provided in paragraph (e)(4)(vi) of
this section.

(vi)  Where a seller’s primary business is originating mortgages on housing that qualifies
under this Special Affordable Housing Goal (e.g., when such seller is an institution that is (A)
regularly in the business of mortgage lending; (B) a BIF-insured or SAIF-insured depository
institution; and (C) subject to, and has received at least a satisfactory performance evaluation
rating for at least the two most recent consecutive examinations under, the Community
Reinvestment Act), such seller is presumed to meet the requirements in paragraphs (e)(4)(i)
through (e)(4)(iv) of this section.

(vii)  For a class or classes of institutions or organizations whose primary business is
financing affordable housing mortgages, e.g., State Housing Finance Agencies or Special
Affordable Housing Loan Consortia, such classes of organizations or institutions are presumed to
meet the requirements of paragraphs (e)(4)(i) through (e)(4)(iv) of this section.  A determination
that specific classes of institutions or organizations are primarily engaged in the business of
financing affordable housing mortgages must be made in advance by HUD.
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* * * * *

(f) Partial credit activities.  Mortgages insured under HUD’s Title I program, which
includes property improvement and manufactured home loans, shall receive one-half credit toward
the Special Affordable Housing Goal until such time as the Government National Mortgage
Association fully implements a program to purchase and securitize Title I loans.

(g) No credit activities. *     *     *     For purposes of this paragraph (g), “mortgages
or mortgage-backed securities portfolios” includes mortgages retained by Fannie Mae or Freddie
Mac and mortgages utilized to back mortgage-backed securities.

* * * * *

6. In § 81.15, paragraph (a) is revised, paragraph (d) is amended by adding a new
sentence at the end, and paragraph (e) is amended by redesignating paragraph (e)(6) as (e)(7), and
by adding a new paragraph (e)(6), to read as follows:

§ 81.15  General requirements.

(a)  Calculating the numerator and denominator.  Performance under each of the housing
goals shall be measured using a fraction that is converted into a percentage.

(1)  The numerator.  The numerator of each fraction is the number of dwelling units
financed by a GSE’s mortgage purchases in a particular year that count toward achievement of
the housing goal.

(2)  The denominator.  The denominator of each fraction is, for all mortgages purchased,
the number of dwelling units that could count toward achievement of the goal under appropriate
circumstances.  The denominator shall not include GSE transactions or activities that are not
mortgages or mortgage purchases as defined by HUD or transactions that are specifically excluded
as ineligible under § 81.16(b).

(3) Missing data or information.  When a GSE lacks sufficient data or information to
determine whether the purchase of a mortgage originated after 1992 counts toward achievement
of a particular housing goal, that mortgage purchase shall be included in the denominator for that
housing goal, except under the circumstances described in paragraphs (d) and (e)(6) of this
section.

* * * * *
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(d)  Counting owner-occupied units.  *     *     *  When the income of the mortgagors is
not available to determine whether the purchase of a mortgage originated after 1992 counts
toward achievement of the Low- and Moderate-Income Housing Goal or the Special Affordable
Housing Goal, a GSE may exclude single-family owner-occupied units located in census tracts
with median income less than or equal to area median income according to the most recent census
from the denominator as well as the numerator, up to a ceiling of one percent of the total number
of single-family owner-occupied dwelling units eligible to be counted toward the respective
housing goal in the current year.  Mortgage purchases in excess of the ceiling will be included in
the denominator and excluded from the numerator.

(e)  *     *     *

* * * * *

(6)  Income or Rent Data Unavailable.  (i)  Multifamily.  When neither the income of
prospective or actual tenants of a dwelling unit nor actual or average rent data is available, a
GSEs’ performance with respect to such a unit may be evaluated with estimated rents based on
market rental data, so long as the Department has reviewed and approved the data source and
methodology for such estimated data.  The GSE must identify such data as estimated data.  When
the application of estimated rents based on an approved market rental data source and
methodology is not possible, and therefore the GSE lacks sufficient information to determine
whether the purchase of a mortgage originated after 1992 counts toward the achievement of the
Low- and Moderate-Income Housing Goal or the Special Affordable Housing Goal, a GSE may
exclude units in multifamily properties from the denominator as well as the numerator in
calculating performance under those goals.

(ii)  Rental units in 1-4 unit single family properties. When neither the income of
prospective or actual tenants of a rental unit in a 1-4 unit single family property nor actual or
average rent data is available, and, therefore, the GSE lacks sufficient information to determine
whether the purchase of a mortgage originated after 1992 counts toward achievement of the
Low- and Moderate-Income Housing Goal or the Special Affordable Housing Goal, a GSE may
exclude rental units in 1-4 unit single family properties from the denominator as well as the
numerator in calculating performance under those goals.

* * * * *

7. Section 81.16 is amended as follows:

a. Paragraph (a) is revised;

b. Paragraph (b) is amended by revising paragraphs (b)(3) and (b)(9) and by adding a
new paragraph (b)(10);
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c. Paragraph (c) is amended by adding introductory text, by revising paragraph
(c)(6), and by adding new paragraphs (c)(9), (c)(10) and (c)(11); and

d. A new paragraph (d) is added; to read as follows:

§ 81.16  Special counting requirements.

(a)  General.  HUD shall determine whether a GSE shall receive full, partial, or no credit
for a transaction toward achievement of any of the housing goals.  In this determination, HUD
will consider whether a transaction or activity of the GSE is substantially equivalent to a mortgage
purchase and either creates a new market or adds liquidity to an existing market, provided
however that such mortgage purchase actually fulfills the GSE’s purposes and is in accordance
with its Charter Act.

(b)  *     *     *

* * * * *

(3)  Purchases of non-conventional mortgages except:

(i)  Where such mortgages are acquired under a risk-sharing arrangement with a Federal
agency;

(ii)  Mortgages under HUD’s Home Equity Conversion Mortgage (“HECM”) Insurance
Program, 12 U.S.C. 1715 z-20; mortgages guaranteed by the Rural Housing Services’
Guaranteed Rural Housing Loan Program, 7 U.S.C. 1933; and mortgages on properties on tribal
lands insured under FHA’s Section 248 program, 12 U.S.C. 1715 z-13,  or HUD’s Section 184
program, 12 U.S.C. 1515 z-13a; or

(iii)  Mortgages under other mortgage programs involving Federal guarantees, insurance
or other Federal obligation where the Department determines in writing that the financing needs
addressed by the particular mortgage program are not well served and that the mortgage
purchases under such program should count under the housing goals, provided the GSE submits
documentation to HUD that supports eligibility for HUD’s approval.

* * * *

(9)  Single family mortgage refinancings that result from conversion of balloon notes to
fully amortizing notes, if the GSE already owns or has an interest in the balloon note at the time
conversion occurs.  New purchases of balloon mortgages or mortgages for which the borrower
has exercised a conversion option prior to purchase and/or guarantee by the GSE will be included
in the numerator and denominator as appropriate in accordance with § 81.15.

(10)  Any combination of (1) through (9) above.
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(c)  Supplemental rules.  Subject to HUD’s primary determination of whether a GSE shall
receive full, partial, or no credit for a transaction toward achievement of any of the housing goals
as provided in paragraph (a) of this section, the following supplemental rules apply:

* * * * *

(6)  Seasoned mortgages.  A GSE’s purchase of a seasoned mortgage shall be treated as a
mortgage purchase for purposes of these goals and shall be included in the numerator, as
appropriate, and the denominator in calculating the GSE’s performance under the housing goals,
except where the GSE has already counted the mortgage under a housing goal applicable to 1993
or any subsequent year, or where the Department determines, based upon a written request by a
GSE, that a seasoned mortgage or class of such mortgages should be excluded from the
numerator and the denominator in order to further the purposes of the Special Affordable
Housing Goal.

* * * * *

(9)  Expiring assistance contracts.  In accordance with 12 U.S.C. 4565(a)(5), actions that
assist in maintaining the affordability of assisted units in eligible multifamily housing projects with
expiring Section 8 contracts shall receive partial to full credit under the housing goals as
determined by HUD.  For purposes of the paragraph, “actions” include the restructuring or
refinancing of mortgages, and credit enhancements or risk-sharing arrangements to modified or
refinanced mortgages. 

(10)  Bonus points.  The following transactions or activities, to the extent the units
otherwise qualify for one or more of the housing goals, will receive bonus points toward the
particular goal or goals, by receiving double weight in the numerator under a housing goal or
goals and receiving single weight in the denominator for the housing goal or goals.  Bonus points
will not be awarded for the purposes of calculating performance under the special affordable
housing multifamily subgoal included in § 81.14(c).  All transactions or activities meeting the
following criteria will qualify for bonus points even if a unit is missing affordability data and the
missing affordability data is treated consistent with § 81.15(a)(3).  Bonus points are available to
the GSEs for purposes of determining housing goal performance through December 31, 2003. 
Beginning in calendar year 2004, bonus points are not available for goal performance counting
purposes unless the Department extends their availability beyond December 31, 2003, for one or
more types of activities and notifies the GSEs by letter of that determination.

(i)  Small multifamily properties.  HUD will assign double weight in the numerator under a
housing goal or goals for each unit in small multifamily properties (5 to 50 units), provided,
however, that bonus points will not be awarded for properties that are aggregated or
disaggregated into 5-50 unit financing packages for the purpose of earning bonus points.

(ii)  Rental units in 2-4 unit owner-occupied properties.  HUD will assign double weight in
the numerator under the housing goals for each unit in 2- to 4-unit owner-occupied properties, to
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the extent that the number of such units financed by mortgage purchases are in excess of 60
percent of the average number of units qualifying for the respective housing goal during the
immediately preceding five years. 

(11)  Temporary adjustment factor for Freddie Mac.  In determining Freddie Mac’s
performance on the Low- and Moderate-Income Housing Goal and the Special Affordable
Housing Goal, HUD will count each qualifying unit in a property with more than 50 units as 1.2
units in calculating the numerator and as one unit in calculating the denominator, for the
respective housing goal.  HUD will apply this temporary adjustment factor for each calendar year
from 2000 through 2003; for calendar years 2004 and thereafter, this temporary adjustment factor
will no longer apply.

(d)   HUD review of transactions.  HUD will determine whether a class of transactions
counts as a mortgage purchase under the housing goals.  If a GSE is considering a class of
transactions for purposes of counting under the housing goals, the GSE may provide HUD
detailed information regarding the transactions for evaluation and determination in accordance
with this section.  In making its determination, HUD may also request and evaluate information
from a GSE with regard to how the GSE believes the transactions should be counted.  HUD will
notify the GSE of its determination regarding the extent to which the class of transactions should
count under the goals.

8. Section 81.17 is amended by adding a new paragraph (d), to read as follows:

§ 81.17  Affordability—Income level definitions—family size and income known (owner-
occupied units, actual tenants, and prospective tenants).

* * * * *

(d)  Especially-low-income means, in the case of rental units, where the income of actual
or prospective tenants is available, income not in excess of the following percentages of area
median income corresponding to the following family sizes:
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Number of Persons

in Family

Percentage of Area

Median Income

1.................

2.................

3.................

4.................

5 or more ........

35

40

45

50

(*)

*  50% plus (4.0% multiplied by the number of persons in excess of 4).
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9. Section 81.18 is amended by adding a new paragraph (d), to read as follows:

§ 81.18  Affordability—Income level definitions—family size not known (actual or
prospective tenants).

* * * * *

(d)  For especially-low-income, income of prospective tenants shall not exceed the
following percentages of area median income with adjustments, depending on unit size:

Unit Size Percentage of Area

Median Income

Efficiency ..........

1 bedroom ...........

2 bedrooms ..........

3 bedrooms or more ..

35

37.5

45

(*)

*  52% plus (6.0% multiplied by the number of bedrooms in excess of 3).
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10. In § 81.19, paragraph (d) is redesignated as paragraph (e), and a new paragraph
(d) is added, to read as follows:

§ 81.19  Affordability—Rent level definitions—tenant income is not known.

* * * * *

(d)  For especially-low-income, maximum affordable rents to count as housing for
especially-low-income families shall not exceed the following percentages of area median income
with adjustments, depending on unit size:

Unit Size Percentage of Area

Median Income

Efficiency ..........

1 bedroom ...........

2 bedrooms ..........

3 bedrooms or more ..

10.5

11.25

13.5

(*)

*  15.6% plus (1.8% multiplied by the number of bedrooms in excess of 3).

* * * * *

Dated: ________________________ ________________________

William C. Apgar

Assistant Secretary for Housing


